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INTERNATIONAL AFFAIRS 


STATUS, PROSPECTS OF TRADE RELATIONS WITH USSR ASSESSED 
Warsaw RYNKI ZAGRANICZNE in Polish 23, 26 Apr 83 p 8 


Ginterview with Anatoliy V. Komissarov, deputy trade representative of the 
USSR in Poland by Jerzy Wiechowski: "Significant Aid in Overcoming the 
Crisis," time and place not giveg/] 


[Texf£7 As usual, the recently commemorated 38th anniversary 
of the Polish-Soviet Agreement on Friendship, Cooperation 
and Mutual Aid provided an opportunity to review the achieve- 
ments to date of the close economic relations between the two 
countries. It is no secret that in the last few years the 
crisis in ar country affected seriously the economic coopera- 
tion with USSR. Inter alia, this was manifested by the 
difficulties of delivering our exports to the Soviet market 
while having large requirements for imports from the USSR. 
Last year, however, brought a clear improvement in the 
balance of trade. Anatoli V. Komissarov, deputy trade repre- 
sentative of the USSR in our country, presents the Soviet 
point of view on the current status and the future prospects 
of economic relations with Poland. 


Muestiop/ By way of introduction, we would like to ask you to evaluate the 
changes which became visible in the last few years in the economic relations 
between Poland and the Soviet Union. 


(Answer] As it is an anniversary on 21 April 1945 of the signing of the 
Agreement of Friendship, Cooperation and Mutual Aid between the Soviet Union 
and Poland, I would like to emphasize that within our multifaceted relation- 
ship in the postwar period, the economic cooperation is of prime importance. 
The USSR continues to hold the first place in the Polish international trade 
and Poland is one of the largest trade partners of our country. 


In 1982, the Soviet Union's share of Polish foreign trade was about 34 percent 
overall, consisting of over 30 percent of exports and about 38 percent of 
imports. The PRL's share of our trade was about 7.5 percent. This means that 
on the basis of trade results last year (which according to the Soviet 

data amounted to 8.91 billion rubles) Poland held the fourth place in our 
foreign trade, after the German Democratic Republic (12.196 billion rubles), 
Czechoslovakia (9.779 billion rubles) and Bulgaria (9.178 billion rubles). 




















As your readers undoubtedly remember, Poland in 1980 was in second place 

in the foreign trade of the USSR. The economic difficulties which your 
country experienced in the last years are reflected in the dynamics and 
composition of our mutual exchange. As a result of the considerable reduc- 
tion of investment construction in PRL, the share of machinery and equip- 
ment in the Soviet export was reduced from about 25 percent in 1980 to 12-13 
percent in 1982. Concomitantly, the importance of various fuels and raw 
materials in the Polish imports from the USSR considerably increased. 
Currently, they constitute about 80 percent of our deliveries to Poland. 

It is generally known that thanks to the deliveries from the Soviet Union, 
Poland was able to satisfy all or almost all of its import needs for petro- 
leum, petroleum products, natural gas, cast iron, timber, cotton and raw 
materials for metallurgical industry. 


As your press emphasized many a time, the multifaceted help extended by 

the Soviet Union to P»land plays an important role in overcoming the economic 
crisis. As before, the deliveries of Soviet fuels and raw materials will 
continue to be the main source to satisfy the import needs of Polish 
economy. In 1983 in particular, Poland will receive from the USSR 15.8 
million tons of petroleum and petroleum products, 6 billion cubic meters of 
natural gas, 7.7 million tons of iron producing materials (converted to pure 
contents), 146,000 tons of cellulose, 90,000 tons of paper and cardboard, 
112,000 tons of cotton, 53,000 tons of aluminum, 100,000 cubic meters of 
hardboard etc. The uninterrupted production process in hundreds of Polish 
factories and plants decisively depends on the delivery of these goods, as 
also does the production of many finished goods which are in short supply 
on the domestic market. 


It must be stressed that Polish participation, along with other socialist 
countries, in building the fuel and energy base on the territory of the USSR 
in the 1970's assured the current high level of Soviet exports of many 

raw materials to Poland. Just in 1983, Poland will receive, as its propor- 
tional share of the contribution to the construction: 1 million tons of 
petroleum, 2.8 billion cubic meters of natural gas, 2.5 million tons of iron 
ore, 50,000 tons of asbestos, 36,000 tons of cellulose and 61,800 tons of 
ferrous alloys. 


Of great importance to the PRL domestic market will be Soviet deliveries of 
articles of mass conmamption. In particular, the USSR will supply Poland 
with home refrigerators, color television sets, radios, watches, bicycles 
and many other items. At the same time, in consideration of the existing 
difficuities on the PRL domestic market, the Soviet partner agreed to reduce 
this year the deliveries of some tradtionally Polish items of export such as 
woolen fabrics, footwear, furniture and cogmetics. 


Polish exports to the USSR are characterized by a high share of machinery and 
equipment. In 1983 it will amount to over 55 percent. Overall, Poland will 
direct over 40 percent of its total exports of machinery and equipment to the 
Soviet market. The most important items are freight cars, road construction 
equipment, ships, products of Polish machine-tool industry, complete 
production lines for various branches of Soviet industry and subassemblies 
within the framework of mutual cooperation. 























A significant role in supplying Soviet industry with technical materials 
is played by deliveries from Poland of such traditional fuels and raw 
materials as hard coal, sulfur, copper, paints and varnishes. 


Polish deliveries to the USSR of agricultural technology, equipment for 
food processing industry, raw materials for the production of fertilizers, 
fresh vegetables and fruits and their preserves make a definite contribution 
to the successful implementation of the USSR food plan. The value of these 
deliveries in 1982 was 440 million rubles. 


(Questiog] Arong the socialist countries, it is the Soviet Union which 
participates to the greatest extent in using the recently-freed capacity in 
some branches of Polish industry. What are the results and prospects 

of this form of cooperation? 


(Answey] There was a lot of wrk done recently to assure the availability 
of additional materials necessary to use fully the capacity of Polish 
industry and to overcome the economic difficulties of Poland. Especially 
in 1982, many raw materials were delivered to the PRL which had been pre- 
viously bought in the hard currency area (fine fibre cotton, wol, hides, 
synthetic rubber and viscose cellulose). Processing of these raw materials 
created the conditions permitting normal operation of dozens of Polish 
enterprises, Fifty percent of consumer goods manufactured from the addi- 
tional Soviet raw materials were directed to the Polish domestic market. 


A parallel aid was extended to the Polish industry to help with the produc- 
tion of goods earmarked for export to the USSR: paints, varnishes, 
automobile parts. This aid also included the purchasing for Poland by the 
Soviet foreign trade organizations of raw materials and components on the 
capitalist markets. Also, the Soviet partner provided to the Polish ship- 
building industry the means in hard currency to pay for the purchase in the 
West of equipment required for the ships ordered by the Soviet Union and 
being built in Polish shipyards. 


It is anticipated that this type of cooperation will be continued this year 
in the light industry. Additional deliveries from the USSR are planned of 
certain raw materials for the textile and shipbuilding industries. 


(yw zstiop/ It is commonly known that in the last few years a significant 
deficit developed in our trade balance with the Soviet Union. Probably it 
will be considerably reduced in the near future by increasing Polish exports. 
Already last year, a trend in that direction was discernible; inter alia, our 
unfavorable balance of trade with the USSR was less than half of that in 
1981. Consequently, it is important to ask what kind of exports would suit 
best the Soviet recipients? 


([Answeg] At this time, in your country, the increase of export dynamics 

is considered to be one of the basic tasks of the national economy. This 

was especially emphasized during the discussion of the socio-economic develop- 
ment plan for Poland in the years 1983-1985. An increase of the production 
for export and of the deliveries to foreign markets, including the Soviet 




















Union, increases your capability to import goods essential for your national 
economy and helps to improve the domestic economic situation. 


It should be emphasized that tlanks to great cammon efforts made last year 
and thaaks to the energetic exertions of the Polish partner, especially 
during the second half of 1982 when the production in your country started 
to rise, the export from the PRL to the USSR increased in 1982 by over 

25 percent in comparison to 1981. This affected favorably the balance of 
trade and the payment situation between our two countries at the beginning 
of 1983. It testifies to great export capabilities and the existence of 
reserves in the Polish economy and provides a basis to count on the 
continuation of the positive trend in the years to come. 


We are attaching special importance to the deliveries from Poland to the 
USSR of equipment for investment items under construction, goods for our 
agticulture and the agricultural-industrial complex, subassemblies within 
the framework of our cooperative agreements and items of mass consumption. 


We believe that there are good possibilities of increasing Polish export 

to the USSR within the framework of cooperation in the follcwing industries: 
electronics, shipbuilding, communication equipment, machine tools, road 
construction equipment and in many branches of the chemical industry. 


The implementation by our countries of broad undertakings aimed at fulfilling 
the food program, establish favorable conditions to further improve the 
cooperation in this area and to increase the deliveries of necessary goods. 
Good prospects exist for increasing the export of construction services, 
especially for the construction of components of the energy-raw material 

base in the USSR (for instance, participation in the construction of gas 
pipelines in USSR in exchange for delivery of natural gas). 


[Questiop/ It is not a secret that in the last few years there was a slow- 
down in the development of Polish-Soviet production cooperation and spec iali- 
zation. In your opinion, what are the prospects of improving this situation? 


([Answex] The production cooperation and specialization program among Polish 
and Soviet enterprises, especially in the machine-tool industry, acquires 
special importance under the current circumstances of creating a strong base 
which will lead to an even better economic cooperation between our two 
countries in the future. Unfortunately, in the last years, because of the 
economic crisis in Poland, the effectiveness of trchnical ties among indus- 
tries and enterprises of our countries decreased to a significant extent. 


During the 25th session, held last January, of the Intergovernmental Polish- 
Soviet Commission for Economic, Scientific and Technical Cooperation certain 
tasks were outlined which should encourage further development of economic 
and technical ties between our countries during the years 1983-1985 and 
during the period until 1990. 


The Soviet side presented many definite proposals regarding cooperation in 
specific industries and regarding establishment and enlargement of 























cooperation among enterprises in Poland and the USSR. These proposals 
have been already reviewed by Polish organizations and at. this moment both 
sides have started to coordinate common actions. 


At this time, the task on the agenda is to implement, tighten up and 
supplement the existing individual industries’ subprograms and agreements 
regarding production cooperation and specialization. Also, on the agenda 
is to draw up new agreements regarding objectives for the problems selected 
for cooperation. In the process of preparing such agreements of special 
significance are the development and strengthening of direct production 
ties between the individual industries and the largest enterprises of our 
countries. We believe that in this effort a highly positive role can be 
played by your Economic Cooperation with the USSR clubs about which your 
paper wrote at length. 


The production specizlization and cooperation problems are of great interest 
to the currently active efforts to coordinate the economic plans of USSR 
and Poland for 1984-1985 and for the next five year period 1986-1990. These 
problems were also discussed in detail during the recent visit to Moscow 

of Janusz Obodowski, vice-premier and deputy chairman of the PRL Council of 
Ministers’ Planning Commission. A successful solution of these problems 
and of other matters essential for cooperation should create a lasting 
basis for dynamic development of trade which will play an importar: role 

in achieving the economic goals of our countries. 


8801 
CSO: 2600/967 

















INTERNATIONAL AFFAIRS 


NATION'S AGREEMENTS WITH CEMA COUNTRIES DISCUSSED 


Bucharest REVISTA ROMANA DE DREPT in Romanian Apr 83 pp 15-20 


/article by Dr Dumitra Popescu: “Economic Agreements--Instruments for Promot- 
jing Forms of Collaboration Specific to the Relations Among the CEMA Member 
saath With Special Regard to the Practice of the Socialist Republic of Ro- 
zania” 


ftext/ 1. The development and diversification of Romania's economic collabo- 
ration with all the socialist countries, especially the neighboring ones, con- 
stitute a basic aspect of our state's economic policy. The expansion and is- 
provement of the economic collaboration with the socialist countries in sore 
and gore fields, on gore and more levels and in various forms represent an ex- 
tremely important factor in the development of each particular country, in the 
construction of socialism and communism in these countries, in the strengthen- 
ing of the force of socialism on the whole, and in the growth of the socialist 
countries’ percentage of the world economic circuit. 


The expansion of the relations of economic, technical and scientific collabora- 
tion among the CEMA member socialist countries, on the basis of the principles 
of national sovereignty and independence, equality in rights, noninterference 
in internal affairs, mutual respect and advantage and comradely mutual aid and 
with a view to implementing the Complex Program adopted in Bucharest in 1971 
and the special programs for long-term collaboration, is meant to lead ulti- 
mately to the equalization of the levels of economic development of the member 
countries. 


In this regard, in the report presented at the i2th RCP Congress, Comrade 
Nicolae Ceausescu stresses that “Romania wil] conti-we to act steadily to de- 
velop the collaboration and improve the activity within CEMA, on the basis of 
the principles of equality and mutual advantage, with a view to the stronger 
and stronger flourishing of each national economy. At the same time, we will 
develop economic cooperation with all other socialist states, in the interest 
of speeding up the construction of the new order for the benefit and prosperity 
of our peoples.” 


In view of the current international economic and political situation, the in- 
plications of the world economic crisis, which is also reflected in the social- 
ist countries in one form or another, it is necessary for them to seek concrete 

















methods of strengthening and expanding international exchanges anc collabo- 
ration, especially the economic cooperation asong the sezber countries of CEMA, 
which is called upon to play an important role in solving the problems that now 
confront the socialist countries. 


stressing these necessities, Comrade Nicolae Ceausescu, in the report at the 
national party conference, puts a special accent on finding the solutions to 
satisfy better the needs of the sember countries for energy, fuel and raw sate- 
rials and to achieve specialization and cooperation in production with a view 
to using sore fuliy the production capacitiges created and reducing the invest- 
ment expenditures in one sector or another. 


At the same time, considering the socialist countries’ percentage of the world 
economy--which is becoming gore and more interdependent--it can be judged that 
they now have the possibility of solwing within the framework of this collabo- 
ration gany problems of economic and social development, of socialist construc- 
tion and of growth in the well-being of the peoples and a number of problesgs 
that are posed on a world level. 


Along this line, a number of results have been obtained in developing the re- 
ciprocal collaboration among the CEMA member countries, including the commis- 
sioning of production capacities built in long-term collaboration and the for- 
Bulation or preparation of programs of measures and other documents referring 
to the orientation of the sultilateral economic, technical and scientific col- 
laboration in the 1961-1965 period and up to 1990 in the field of sgachine 
building, zicroprocessor technology and color television. But, despite the re- 
sults obtained thus far--the prime sinister of the Romanian government stressed 
in the speech given at the 36th meeting of the CEMA Session, which took place 
in Budapest in June 1962-—"shortcomings and deficiencies continue to appear in 
the activity of multilateral collaboration, and suitable solutions to some 
problems of vital significance to the progress of the seaber countries have not 
been found within the organization.” 


Azong the problems that aust be solved within CEMA, the following are sentioned 
in the speech: the providing of the base of raw materials, fuel and energy; 
specialization and cooperation in the production of modern machinery and equip- 
ment; better use of the capacities existing in the CEMA gsember countries, espe- 
cially in machine building, the petrochemical industry and the production of 
industrial consumer goods; and the arrangement of actions of sultilateral col- 
laboration that, through stisulative prices in reciprocal trade, would help to 
increase the production and exportation of agricultural and food products-- 
there being stressed at the same tine that it is necessary to increase 
the effective contribution of the collaboration within CEMA to speed up the 
process of equalizing the levels of economic development of the CEMA seaber 
countries, 


In view of the complex problems with which the soctaliret countries, the CEMA 
member countries, are faced in the current world economic situation, the plenum 
of the Central Committee of the Romanian Communist Party judged that such a 
stage has been reached within CEMA that there are dictated "as an objective ne- 
cessity the improvement of its activity and the expansion of the multilateral 

















collaboration of the sember countries in all fields, starting stead‘as}ly from 
the securing of the independent developgent of each national econozy.” 


2. Im the relations azong the CEMA zezber socialist countrics, the require- 
gzwents of the continual development and igprovesent of the econosic, techn.cal 
anc scientific collaboration are to lead to: a) the intensification of 

collaboration on both a zultilateral plane and a bilateral plane; b) the 
finding of new forms, sethods and techniques of collaboration; ¢c) the isprove- 
ment of the legal bases of the economic, scientific and technical collaboration 
and cooperation; d) the identification of a new framework for drawing up cer- 
tain conventions; e) the promotion of collaboration on two distinct main lev- 
els, nazsely that of the state bodies and that of the national economic organi- 
zations of the member states; f) the establishment of a sensible correlation 
betweer. the action of collaboration arranged among the states involved and the 
action of planning undertaken on a domestic level. 


The collaboration on a sultilateral and bilateral plane has a diversity of 
forgs, zethods and techniques specific to the relations amgong the socialist 
countries, as countries whose national economies are developed in a planned 
gwanner. Of these forus, we sention, first, the coordination of the plans for 
developing the national econogies of the socialist countries involved,” which 
consists of identifying--even in the phase of preparing the drafts of the 
5-year plans--the fields, objectives and forms of economic exchanges and coop- 
eration, with the partner states involved participating on mutually advanta- 
geous bases and on the bdasis of voluntary consent in attaining the agreed ob- 
jectives, and of preparing special programs for long-term collaboration con- 
taining f@easures and actions arranged by the participating countries, devoted 
to solving concrete problems in selected fields, such as those of raw materials 
anc fuel, food products, transportation and so on. In order to create a sore 
favorable framework for the activity of coordinating the plans for 5-year peri- 
ods, it would be very isportant for this work to be saterialized in stable co- 
operation, om the basis of agreements, conventious and contracts, for periods 
of up to 15-20 years, which would provide concrete conditions and firm comsit- 
gents. Second, we note the long-term trade agreements and the annual protocols 
on reciprocal deliveries of goods, the agreements on economic, technical and 
scientific collaboration and other conventions on collaboration whose implenen- 
tation contributes to the planned supplying of the party states with the agreed 
goods and to the establishment of the fields of cooperation, and the conver- 
tions on cooperation and specialization in production on the basis of which 
there occurs the union of efforts of participating states to assiszilate 
into research and production complex products of a iigh technical level in 
which interest is shown by the participating countries. 


Third, we stress that the diversity and complexity of the fields of cooperation 
among the CEMA member countries have led to the organization of multilateral 
econogic collaboration within specialized international orgenizations of a gov- 


ernmpental type and of a nongovernmental type. 
The two types of international organizations-—- governmental and = non- 
governmental --exrhibit a number of characteristics from the viewpoint of 


the status of the component members and their powers and functions, which al.io 
has repercussions on their distinct responsibility. 

















Thus, the governmental international organizations in which only the states as 
bearers of sovereignty participate as component me™bers have as a main function 
the coordination of the actions of the participating countries regarding col- 
laboration and cooperation in certain fields of economics, science and technol- 
ogy, in various branches and subbranches and with regard to various types of 
Outputs. In contrast to them, only juridical persons of the participating 
states (competent economic organizations of the CEMA member utates and, under 
certain conditions, of a third state) participate in the international economic 
Organizations of a nongovernmental type--juridical persons of the country in 
which they have their headquarters. 


These organizations, according to the founding conventions and their statutes,” 
should perform their economic and financial activity on the basis of plans that 
are correlated with the plans for developing the national economies of the 
countries whose economic units participate in the international organization. 
The main functions of the international economic organizations of a nongovern- 
mental type consist of coordinating concrete collaboration and 
cooperation among the participants and carrying out economic activity of 
their own in a certain field or several fields of activity. Having a juridical 
personality (by domestic law) and being able to assume rights and obligations, 
the international economic organizations of a nongovernmental type participate 
on their own behalf in the civil circuit and therefore have personal responsi- 
bility regarding the juristic acts and actions that they execute. 


The CEMA Conference for Legal Matters, created in 1970, precisely in order to 
promote improvement in the legal bases of the economic, technical and scientif- 
ic cooperation among the CEMA member countries, is making an important contri- 
bution with regard to improving the legal bases of the collaboration. As is 
known, within this conference there operate working groups that perform an ac- 
tivity regarding, for example, the material responsibility of the economic or- 
ganizations, the material responsibility of the states, the legal matters of 
the specialization and cooperation in production, the international economic 
organizations of a nongovernmental type, or other, newer topics, such as scien- 
tific research, design and construction, the legal matters of the scientific 
and technical collaboration, topics examined in order to prepare drafts of con- 
ventions or other documents, topics regarding relations among ministries, 
unions and enterprises of tne CEMA member countries and the identification of 
the national legal norms that regulate these relations. 


The manifold and vast practice of the methods and mechanisms of collaboration 
of the CEMA member countries has also brought out new possibilities of drawing 
up conventions--namely, the framework offered by the international organiza- 
tions, which resembles only in a formal respect the activities of the United 
Nations'® in this regard and of other international organizations like the spe- 
cialized UN institutions, but substantial differences are registered from a 
viewpoint of the content and guiding principles. 


The expansion and improvement of collaboration among the CEMA member so- 
cialist states are achieved on the basis of legal instruments concluded on a 
first level, the governmental one, by a ministry or by a central body, and on 
a second level, that of the national economic organizations party to the 




















international economic organizations of a nongovernmental type, or of other na- 
tional economic organizations participating in collaboration. Regarding this 
last specification, we mention that the Yomanian government, approving by means 
of ucm /Decision of the Council of Ministers/ No 121/1977' of 7 June 1977 
three conventions on technical and scientific collaboration, signed in Moscow 
(28 June 1976) within the framework of CEMA, stated that the National Council 
of Science and Technology anc other siate bodies will coordinate the Romanian 
party's actions of technical and scientific collaboration with a view to the 
implementation of the conventions by the technological research and engineering 
units of the country participating in collaboration. A similar provision also 
exists in HCM No 1,400/1975 for approving the conventions on multilateral coop- 
eration and specialization, gravn up within the framework of the Interelectro 
International Organization. ! 


From the foregoing, it obviously follows tnat not only the forms of cooperation 
but, in particular, the legal framework created by the parties in the process 
of collaboration and of agreement on the various legal regulations pursue the 
establishment of a sensible correlation between the action of collaboration un- 
dertaken among the states involved and the action of planning with a domestic 


character to lead to the attainment of the objectives of the collabora- 
tion among the member countries for the purpose of developing the national 
economies of each and promoting the economic interests of socialism. 


Of course, this presupposes that the domestic state bodies involved will act, 
in conformity with domestic law, to take the steps needed in order to attain 
properly and on time the objectives established by means of the conventions and 
agreements concluded with various partners. In addition, considering that the 
parties will support and stimulate the development and diversification of the 
collaboration in conformity with their domestic legislation, this 
means that the domestic regulations, by their nature, are to create suitable 
conditions for fulfilling the provisions assumed by means of various interna- 
tional agreements and understandings. 


At the same time, with a view to greater efficiency and good results, it is in- 
portant, in the process of preparing and concluding the conventions and in the 
relations that will be established in implementing them, to take into account 
each partner's possibilities and to start effectively from the principle of mu- 
tual aid. Also, the efforts of participation and the effects of the coopera- 
tion must be distributed fairly. 


3. The reference to a few examples from the sphere of Romania's bilateral eco- 
nomic collaboration with a number of CEMA member s<cialist states is meant to 
bring out the concrete and specific aspects of this collaboration and the way 
in which, by means of such agreements, the parties contribute to the implemen- 
tation of the Complex Program and the special programs for long-term collabora- 
tion. Thus, if we consider, in particular, some governmental agreements on 
economic, technical and scientific collaboration and cooperation, we specify, 
first, that they stipulate the agreement of the parties to perform the activity 
of collaboration starting from the provisions of the plan for developing each 
country's national economy and that they contain the main fields of collabora- 
tion, which, for example, in the agreement with the People's Republic of Bul- 
garia (1975), are 10 in number, including power generation, electronics, 
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electrical engineering, chemistry and petrochemistry, and the forms of collabo- 
ration, which, for instance, in the agreement with the Hungarian People's Re- 
public (1980), are 9 in number, of which we note the coordination of the plans 
for long-term development of the national economies and the sharing of experi- 
ence is the field of improving the planning methodologies of the national econ- 
omies, 


In relation to this, the above-mentioned agreements stipulate that the recipro- 
cal deliveries of goods that result from the conventions and contracts on col- 
laboration will be included in the protocols for coordinating the 5-year plans 
and in the annual trade protocols regarding the exchanges of goods and the pay- 
ments between the countries in question and will be made in conformity with 
their provisions. 


A clause with direct repercussions on a domestic level is the one contained in 
Article 4 of the Romanian-Bulgarian and Romanian-Hungarian agreements, in con- 
formity with which the contracting parties agree that the actions of collabora- 
tion that have been arranged by means of bilateral documents are to be included 
by each party in the plan for developing the national economy of its country, 
in accordance with its domestic legislation, providing the material means need- 
ed for achieving then. 


In addition, the above-mentioned agreements stipulate the establishment of 
joint governmental commissions on economic collaboration, of which the periodic 
examination of the manner of performing the activity of collaboration between 
the respective countries and the adoption of recommendations and measures re- 
garding the further development of collaboration are a responsibility. The 
recommendations of the commissions go into effect after their approval by the 
contracting parties. 


We stress the fact that the importance of energy matters for developing the na- 
tional economies has led to the conclusion of special agreements, such as the 
one on 30 May 1980, between the Socialist Republic of Romania and the People's 
Republic of Bulgaria, which, along with other forms of cooperation, provides 
for the joint performance of scientific and technical research work with a view 
to the better utilization of energy resources and the devising of new technolo- 
gies, indicating also some objectives (the hydrotechnical complex in the 
Cernavoda area, the one at Turnu Magurele and so on) whose attainment stands in 
the attention of the parties. This agreement also provides for . Cco=- 
operation for harnessing energy resources in third countries. According t 

this agreement, in order to implement it, the parties agree that, at a level of 
ministries and economic organizations involved, programs for long-term collabo- 
ration and cooperation are to be adopted by mutual agreement. 


4. The expansion, diversification and improvement of the collaboration among 
the CEMA member socialist countries, of the specific forms and methods of at- 
taining it, and the proliferation of the subjects on a governmental and nongov- 
ernmental level, of the international legal instruments and of the contracts, 
also lead, implicitly, to the necessity of taking, in accordance with the do- 
mestic law of the participating states, steady steps that would provide for at- 
taining on time and properly the objectives of the collaboration and 
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cooperation among the socialist countries. All these things, in their turn, 
can exert a certain influence on the domestic legislative process in the sense 
of foreshadowing regulations that would facilitate the development of mutually 
advantageous cooperation among the socialist countries, in relation to their 
interest in efficiently utilizing the possibilities that are offered by the 
continually growing economic potentials in each socialist country and in the 
socialist economy as a whole. 


Consequently, the achievement of legal instruments suited to the relations 
among the CEMA member countries and a sensible utilization of them, the expan- 
sion of the role of some categories of agreements to support faster 
progress of the less developed socialist countries, and the involvement of CEMA 
to a greater and greater extent in promptly solving the concrete problems of 
the collaboration of major importance to the economic and social progress of 
the member countries, including, in particular, the providing of the base of 
raw materials, fuel and energy, specialization and cooperation in the produc- 
tion of modern machinery and equipment, and the meeting of the need for agri- 
cultural and food products, are only a few of the ways to contribute to 
the strengthening and expansion of collaboration and cooperation on the basis 
of respecting the principles and norms that guide all of the collaboration of 
the socialist countries, with a view to solving problems of economic and 
social development, of the successful construction of socialism and communism 
in these cvuntries. 
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See: M. Paraluta, "The Coordination of the Plans for Developing the Na- 
tional Economy-—-a Chief Method of Organizing the Collaboration Within 
CEMA,” ERA SOCIALISTA, No 23, 1983, pp 21-24. 


Thus, Romania has entered into a large number of conventions creating gov- 
erngpental organizations, such as, for example, the Convention on the 
Founding of the Organization for Collaboration in the Bearing Industry 
(OCIR), Moscow, 25 April 1964, and the one on the establishment of the 
Branch International Organization for Collaboration in the Field of Lovw- 
Tonnage Chemical Production, Interchim, and, in addition, has ratified 
conventions establishing international organizations of a nongovernmental 
type, such as those for founding the international economic unions in the 
field of chemical fibers, Interchimfibre, Sofia, 21 June 1974, and the or- 
ganization of cooperation in the production and delivery of equipment and 
the granting of technical assistance in the construction of nuclear elec- 
tric power stations, Interatomenergo, Moscow, 133December 1973. 


See: Brindusa Stefanescu and I. Rucareanu, "The CEMA Member Socialist 
Countries’ International Economic Organizations of a Nongovernmental 
Type,” in “Principii si Forme Juridice ale Cooperarii Economice 
Internationale” /Legal Principles and Forms of International Economic Co- 
operation/, by Dumitra Popescu et al, Publishing House of the Academy, Bu- 
charest, 1979, pp 137-152. 


See, for example: Articles 11 (1, 2), 9 (1) and 2 (3) of the Convention 
on the Founding of the International Economic Union in the Field of Chemi- 
cal Fibers, Interchimfibre, and Article 3 (1, 4, 5 and 7) of the union's 
statute. 


See: H. Bakor Szego, "The United Nations’ Role in Treatymaking," in 
"Questions of International Law,” Budapest, 1977, pp 22-25. 


Published in BULETINUL OFICIAL, I, No 48, 7 June 1977. 


It is, for example, a question of the following conventions referring to: 
The Devising of New, Efficient Methods of Transforming Solar, Chemical, 
wind and Geothermal Energy into Electric, Thermal and Mechanical Power and 
the Creation of Economical Installations and Equipment on This Basis; the 
Complex of Scientific-Research and Technological-Development Work Needed 
for the Creation of MHD /Magnetohydrodynamic/ Electric Power Stations with 
Gaseous, Liquid and Solid Fuels; and the Devising and Creation of the Ex- 
perimental Sections of Superconducting and Cryogenic Lines for Transmis- 
sion of Electric Power--approved by means of HCM No 121/1977 (published in 
BULETINUL OFICIAL, I, No 48, 7 June 1977). 


See: Appendix 1 and, respectively, the list in the agreements with the 
Hungarian People's Republic and the People's Republic of Bulgaria and Ar- 


ticle 5 of these agreements and Article 2 of the Agreement on Cooperation 
with the People's Republic of Bulgaria in Energy Matters. 
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INTERNATIONAL AFFAIRS 


JOINT USSR-GDR ECONOMIC COMMISSION DISCUSSES AGRICULTURAL PROBLEMS 


East Berlin WIRTSCHAFTSWISSENSCHAFT in German Vol 31 No 4, Apr 83 (signed to 
press 15 Feb 83) pp 525-545 


{Report "On the Papers Presented at the Eighth Session of the Joint Commission 
of Economists of the USSR and GDR--Overview"; the commission met in Tallinn, 
17-23 October 1982; the “Overview was authored by Eckard Kuehn, mathematician 
(born 1929); staff employee and Economic-Mathematical Methods group director, 
respectively, at Central Institute for Socialist Economic Management, SED Cen- 
tral Committee] 


[Text] The main reports of the 8th Session of the Joint Commission of Econo- 
mists of the USSR and the GDR were supplemented by a total of 11 contributions 
to the discussion, which dealt with selected problems of the agro-industrial 
complex of the national economy and the further intensification of agricultu- 
ral production. Without any claim to comprehensiveness, some important as- 
pects of the individual contributions are elaborated in each case in what fol- 
lows in order to provide an overview of the basic lines of the discussion: 





System character and /Roll of the Agro-Industrial Complex (AIK) of the nation- 
al economy in the solution of the food problem/ were the central focus of the 
contribution of V. A. Tikhonov. He stated by way of introduction that the 
food problem in the /physiological/ sense was solved in the Soviet Union a 
long time ago. The food supply, he pointed out, is not only higher than the 
international average level, but is also above the average of the group of 
the most highly developed countries. At the end of the 1970's, the average 
food consumption per person and per day in the world amounted to a total of 
2,590 kilocalories, in the developed countries--3,329 kilocalories, including 
3,378 kilocalories in the states of Western Europe, and 3,443 kilocalories in 
the USSR. The USSR, he said, has at its disposal the possibilities for the 
stable food supply of all citizens, which in terms of its energy content 
fully covers the requirements of the human organism. 


The cause of the development of a food problem in a socio-economic sense is 
the rapid growth of the requirements of people in the course of economic and 
social development. Thus, he indicated, in the USSR--with an entirely satis- 
factory food supply overall with respect to animal products--the demand, backed 
by purchasing power, developed more rapidly than the supply. 
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In this connection, Tikhonov pointed to the following development trends which 
influenced the food problem in the USSR: 


--Through structural changes in the Soviet national economy, the number of 
people employed outside of agriculture increased from 67.6 million to 99.5 
million, while it decreased in agriculture. The urban population increased 
b» ©*%.5 million, the rural population decreased by 11.2 million. 


--The livestock inventory of the subsidiary farms declined by 4.7 million 
units for large cattle, by 3.5 million units for hogs, and by 2.5 million 
units for sheep and goats. The proportion of remuneration in kind of the 
income of the kolkhoz farmers declined. In 1965 the rural population pur- 
chased food products for 13 billion rubles in the retail trade, in 1980 (with 
in principle stable prices and declining number of the rural population)--for 
approximately 29 billion rubles. 


--The increased cash incomes of the population led to a change in the demand 
structure. To a certain extent, according to Tikhonov, the aggravation of 
the food problem is also related to the production level in the case of 
high-grade industrial consumer goods, where the demand is growing substan- 
tially faster than the supply. 


Proceeding from this situation, Tikhonov developed arguments to the effect that 
the agro-industrial complex of the national economy will play the decisive role 
in the solution of all of these problems. 


The system of central state planned management, he said, creates the precondi- 
tions for its rational and purposeful functioning. To attain an optimal level, 
he argued, it is necessary to proceed with the further development of the 
planning methods in accordance with the new conditions of inter-branch inter- 
relations. 


Disproportions between the elements of the agro-industrial complex, according 
to Tikhonov, lead to the incomplete use of the food potential. The volume and 
the structure of the means of production produced, he indicated, are, for ex- 
ample, not yet satisfactory, likewise their quality. The causes of this, he 
said, are of an economic nature. The branches of the agro-industrial complex 
must be oriented more toward the final result. Frequently the branch interests 
still dominate over the national economic interests. For this reason, he said, 
the perfection of the economic mechanism gains in importance. 


The decision of the CPSU Central Committee on the Food Program, he indicated, 
is in line with the general economic strategy of the CPSU under the present 
conditions. The basic peculiarity of the Food Program, according to Tikhonov, 
consists in the fact that it involves the realization of the target program 
principle. To be achieved is 


--the reliable supply of the population with food products in appropriate 
quantity and structure, 


--the conformity of supply and solvent demand of the population, 
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--the self-sufficiency of the country in terms of strategically important food 
products, especially grain. 


Agriculture itself, according to Tikhonov, is regarded in the Program as the 
principal item of the agro-industrial complex. The tempo and the proportions 
of the functioning of all other branches depend on it. For this reason, the 
increase in the rate of development and the stability of agricultural produc- 
tion are of first-rate importance. The slackened development of the agricul- 
ture of the country in the past five-year-plan periods had an impact on the 
growth rate of the national income and the surplus product of the country. A 
problem to this day, he said, is the fluctuation of the harvest yield. The 
natural and climatic conditions alone do not constitute a sufficient explana- 
tion. According to Tikhonov, the point is to make flexible use of the avail- 
able resources in accordance with the conditions at the time. The results of 
research in economic science and the experience of the best farms show that 
even under unfavorable conditions (e. g., drought) stable production is pos- 
sible if the totality of the technological, economic and organizational methods 
of management are persistently aimed at the increase in efficiency. The Pro- 
gram envisages the creation of a rational material-technical base, a rational 
production structure and the perfection of the entire economic system. These 
include: 


--The further development and perfection of the structure of the material- 
technical base of agriculture, the increase of the capital goods equipment, 
the reduction of manual labor, 


--fundamental structural changes, increase of the crop yields, increase of meat 
production, 


--the elaboration and realization of regional systems of agriculture, taking 
into account the natural, climatic and economic conditions. 


In the course of his contribution, Tikhonov then took up a number of other 
theoretical and practical questions of the development and consolidation of the 
agro-industrial complex in the USSR. 


/The need complex food in the intensively expanded reproduction/ formed the 
subject of the discussion contribution presented by W. Heinrichs. Proceeding 
from the idea that during the stage of the formation of the developed socialist 
society significant advances are attained in the development of a system of 
needs, which corresponds to the maturation stage ot this social development and 
includes significant socio-economic changes in the nourishment of the people, 
the following aspects of the problem were dealt with by Heinrichs: 


--The needs have a system character, which develops in close reciprocal action 
to the development of socialist society to a higher level itself. According to 
Heinrichs, this plays an outstanding role in the societal strategy, especially 
in the economic and social policy, of the communist and workers’ parties in the 
the states of the socialist community. It is aimed at promoting all elements 
of the socialist way of life in their diverse influences step by step and as a 
function of further productivity and efficiency steps and simultaneously to use 
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the feedback of the socialist way of life as a motivating force for socio- 
economic progress, but especially for a stable increase in production and ef- 
ficiency. In so doing, the growing economic effectiveness of scientific- 
technical progress plays a central role, according to Heinrichs, which in its 
turn rests on the utilization of the advantages inherent in socialism. 


The system of needs--and here the food requirements are included--takes shape 
over a long term, according to Heinrichs, and in a way during which some ele- 
ments develop at different paces. AT the same time, this process of develop- 
ment is linked in the closest possible way with the overcoming of traits which 
in part still exert an after-effect from the way of life of pre-socialist so- 
cieties and in part result from the influences whose impact comes from the con- 
temporary way of life of the capitalist countries. Not to be overlooked, fi- 
nally, are also the contradictory tendencies which are reproduced and which 
likewise must be overcome step by step in the process of the long-term develop- 
ment of the system of needs. 


Precisely because of the long term nature and also because of the contradictory 
course of this process, a formative influence can be exerted on it most effec- 
tively with the aid of strategies. Such strategies must constantly be supple- 
mented, corrected and made more precise. As practical experience confirms, the 
social effectiveness of such strategies depends to a high degree on the way in 
which the goals of the satisfaction of needs to be pursued balance the resour- 
ces that are necessary for this. It is equally important, however, to prepare 
and to execute on precisely the same long-term basis,with the aid of these 
Strategies, the redistribution of resources from one element of need to an- 
other within the system of needs as a process of relative or absolute release 
of resources and their reinstatement. 


An important instrument for the analysis of the dynamics of rsource commitment 
and the latitudes for possible redistributions of resources over a more long- 
term period to the individual need elements (need complexes) is the integra- 
tion balance. On the basis of a more or less aggregated matrix of product 
groups, the direct or full expenditures can be bunched for those products and 
material outputs which are typical respectively of the individual need com- 
plexes. 


With regard to the state of nourishment of the people that has been attained 
and the future tasks in the GDR, Heinrichs emphasized that the further forma- 
tion of the developed socialist society in the GDR was at the same time con- 
nected with significant advances in the solution of the food question as a 
social question. Among these are: (a) The quantitative satisfaction of im- 
portant food needs, which is reflected in the dynamics of per-capital consump- 
tion; (b) the change in the food structure in favor of high-grade food needs 
within the framework of the change in the consumption structure overall; (c) 
the further social approximation of the mode of nourishment through the re- 
duction of the consumption level between different income groups as a conse- 
quence of stable retail prices for basic food products. 


Behind these trends of development are concealed significant social changes in 
production and mode of living. They can be traced back, above all, to the so- 
cialist transformation of the agriculture of the GDR and to the effect and 
functioning mode of social property, especially cooperative property. 
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In the process of attaining these significant achievements achievements on the 
way to the solution of the food question as a social question, however, some 
contradictory phenomena develop simultaneously, whose solution is to be aspired 
to on a short and medium-term as well as longer-term basis. Among these are 
certain tendencies of excess nourishment in parts of the population, measured 
by the daily intake of food energy and basic ntrients substantiated on the 
basis of nutritional and physiological requirements. In addition to these 
changes in the food structure, Heinrichs said, reference must also be made to 
the above-average increase of so-called stimulants which also affect the 
health of the people. The per capita consumption of pure coffee, cigarettes, 
nonalcoholic and alcoholic beverages increased especially rapidly and still 
continues to increase. 


-~In regard to the place of the food complex in the need system, Heinrichs 
elaborates that the former is influenced by a number of specific, including 
historical, factors. For this reason it varies in the individual European 
countries of the CEMA. Nevertheless the place of the food complex is deter- 
mined by universally valid economic and social regularities, which derive from 
the law-governed process of socialist construction and from the expression of 
all characteristics inherert in socialism. 


Advances in the nourishment mode (and thus in the socialist mode of life) are 
possible in the long run only on the basis of scientific-technical progress and 
its high degree of economic effectiveness, especially in the decisive improve- 
ment of the relationship of expenditure and profit in the production, proces- 
sing and last but not least in the consumption of food supplies. They are 
destined for this purpose in a decisive way by the attained type of expanded 
socialist reproduction in the national economy and by the contribution of 
agricultural production. This contribution also includes the covering of the 
national economic demand increasingly on the basis of its own plant production. 


In conclusion, Heinrichs turned to resource commitment through the food complex 
and the methodological problem of the determination of the concept of resources 
connected with that. In this context, he emphasized that in the future, too, 
the food complex in breadth and in depth is subject to an increasing process 

of socialization with all other spheres of production and reproduction of the 
national economy as expression of the socialization of production and work. 
From this, he said, accrues, among other things, the requirement to further 
perfect the national economic standards of valuation for the employment and 
distribution of resources that are committed as part of the food complex. 


The food Program and the new stage of the scientific-technical revolution/were 
investigated in the contribution of Ya. V. Yakovets. He took as his point of 
departure that the only method of realizing the Food Program is the intensifi- 
cation of the agro-industrial complex on the basis of the findings of science 
and technology, which offers the possibility, according to Yakovets, of obtain- 
ing foodstuffs of significantly higher quality per unit of expended resources. 
The countries of socialism, based on the advantages of the planned economy, 
provide an example of the effective use of the achievements of the scientific- 
technical revolution for the better supply of the population with food and in 
dustrial products of agricultural origin on the basis of scientifically sub- 
stantiated norms and with minimal expenditure. 
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At the beginning of the 1980's a new scientific-technical revolution in 
agriculture (and in other branches of the agro-industrial complex) could be ob- 
served--as an element of the second stage of the scientific-technical revolu- 
tion. The characteristic features of this revolution, according to Yakovets, 
are: 


--Since approximately the mid-1970's a scientific revolution is taking place in 
biology, especially in molecular biology, biochemistry and microbiology. 

That leads to the development of gene and cell technology, as well as to a 
stormy development of biotechnology. 

--The transition to industrial technology in agriculture and animal husbandry 
on the basis of in principle new highly-efficient machine systems and findings 
in selection has been completed. 

--The scientific-technical revolution encompasses all branches of the agro- 
industrial comples, as well as those sectors which produce food products. 


The realization of the strategic turn in the direction of the intensive type 
of reproduction in the agro-industrial complex on the basis of the utilization 
of achievements of the new stage of the scientific-technical revolution is the 
central task of agricultural policy and planning for the future of the USSR as 
well as most CEMA countries. This is the basis of the orientation of the Food 
Program of the USSR for the period to 1990. 


Preconditions for the solution of this task are the increase of the yields per 
hectare on the basis of the selection and seed cultivation, the effective use 
of machines and all types of fertilizers, the introduction of a scientificaily- 
based system of agriculture, which takes into account the natural economic con- 
ditions of every zone, every area, rayon and every farm, as well as the in- 
crease of the productivity of che livestock inventory through a qualitative im- 
provement of the entire iuventory, as well as an improvement in the breeding 
work. This places responsible tasks before science. 


To solve the food supply problem in the USSR, extensive means are being made 
available on the basis of this Program: 27 percent of the investments of the 
national economy for the development of agriculture in the USSR (together with 
other sectors of the agro-industrial complex--one-third); more than 30 billion 
rubles (which amount to over 40 percent of the national income produced in 1980 
in agriculture) for an increase of the purchasing prices, for subsidies for 
kolkhozes which are operating at a loss or unprofitably, for cadre stability 
and other measures to strengthen the economics of the kolkhoz and sovkhoz. 


In order to ensure the necessary return of these enormous investments, as well 
as to overcome the tendencies of a decline in the capital efficiency in the 
economy and an increase in the prime costs of important types of products of 
plant and animal production, the emphasis in the future planning and management 
is to be placed on the acceleration of the tempo and increase in the effective- 
ness of scientific-technical progress, the more rapid transmission of the 
latest findings of science, as well as the development and introduction of a 
highly-effective and in principle new engineering and technology. The main 
preconditions for this have come into being with the Food Program. 
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To realize the strategic policy aimed at an intensification and increase of 
the effectiveness of the agro-industrial complex, a qualitative improvement is 
needed in the planning and economic stimulation of scientific-technical pro- 
gress. 


To solve the tasks set by the Food Program, there are approximately 20 scien- 
tafac-technical programs, included in the five-year-plan for the period 1981- 
1985. In the programs for the years 1956 to 1990 and the long-term future 
program, steps must be taken to ensure that the scientific-technical revolu- 
tion (and especially the transmission of the findings of the scientific revo- 
lution in biology) in the sphere of agriculture and the sectors related to it 
are effectively realized. In agriculture, according to Yakovets,(like in in- 
dustry) plan and report targets should be introduced, which testify to the 
economic advantage resulting from the introduction of measures with respect to 
new technology, in connection with which the full national economic advantage 
should be calculated. ly means of a system of prices, incentive surcharges and 
discounts in relation to these prices, there should be (depending on the tech- 
nical level and the efficiency of the products, the differentiated transfers to 
the incentive funds and aneffective system of bonuses) an increase in the in- 
fluence exerted through economic levers and stimuli on an acceleration of the 
tempo and an increase in effectiveness in the transmission of the findings of 
science and technology in the sectors of the agro-industrial complex. Ques- 
tions of scientific-technical progress must, therefore, be at the center of at- 
tention of the newly-formed inter-sector management organs of this complex. 





H. Reimann, in his contribution to the discussion, took up /some basic propor- 
tions of the interlocking of agriculture and other spheres of the national 
economy/. Proceeding from the demands of the 1980's on the economic growth 

in the agriculture of the GDR, he emphasized the increasing influence which 

the securing of proportionality acquires for this growth. Securing of propor- 
tionality, he said, is to be observed in this connection always in the sense 

of the unity of quantitative proportionality and qualitative classification 

of the spheres, links and elements of the food supply complex elaborated by 
Marx. Optimal economic proportionality of growth in the national economic food 
supply complex, he observed, requires a system of proportions in order to 
guarantee the harmonious working together of its domains, links and spheres. 

To begin with, it is a matter of basic proportions. According to their essence, 
they operate as the chief links in the chain for the securing of the proportion- 
ality of the overall process. This system of basic proportions, he said, must 
in lude such proportions as the growth of production and its elements, the 
structure in the employment of the economic resour.es and efficiency. 





For the basic proportions of growth, he noted, two aspects deserve special con- 
sideration: First of all, the reproduction conditions of the 1980's are 
changing the role of simple reproduction and require in increased fashicn the 
transition to resource-saving forms of intensive development. Both are given 
objectively with the possibilities of the scientific-technical revolution. Se- 
condly, the further growth of the production of food supplies must be secured 
through the pre-eminent development of production of food supplies vis-a-vis 
the production of consumer goods. 
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The changed tole of simple reproduction, he pointed out, requires the further 
intensification of agriculture with the goal of attaining--in the presence of 
simple reproduction in terms of value--an expanded reproduction in terms of 
use-value. This goal requires in terms of use-value a reproduction on a tech- 
nically higher level. These result in substantial effects on the proportional- 
ity of production and consumption of capital goods. 


Proceeding from four spheres of the agro-industrial complex (sphere I--capital 
goods production, for II, III, and IV; sphere II--agriculture; sphere III-- 
food products industry; sphere IV--wholesale and retail trade in food supplies), 
Reinmann, in the further course of his contribution, then developed a number of 
contexts and requirements with respect to the formation of the basic proportions 
in the agro-industrial complex. 


Thus, in his opinion, the main directions for the securing of the proportional- 
ity between production and consumption of capital goods in the presence of the 
further intensification in the food supplies complex are: 


1. An increasing quality and the change in the structure of capital goods from 
industry in order to guarantee a higher effectiveness of the replacement 
capital in agriculture and in spheres III and IV undertake the reproduction 
of the basic assets in increased measure through rationalization. With 
limited resource growth, he said, increasing quality and the proper struc- 
ture of industrial capital goods, with their high share of the material 
consumption of agricultu.e, are an important reserve for the better utili- 
zation of the natural conditions and for the reduction of losses; 


2. A quantitatively and qualitatively increasing production of agricultural 
raw materials to cover the reproduction requirement of agriculture and the 
food industry increasingly from our own deliveries. The increase of pro- 
duction in terms of grain and feed, he said, is in this connection the de- 
cisive link. For this purpose, all reserves, such as the formation of the 
production structure, the improvement of quality and the reduction of los- 
ses, and the cultivation of productive varieties and more productive live- 
stock, are to be developed; 


3. A better economy of materials in all spheres of food production so as to 
produce a higher plant production per unit of material (seed and plants, 
fertilizer and pesticide), an increasing animal production per unit of 
feed, and a larger quantity of food per unit of agricultural raw material 
for the supply of the population, in the course of which quality improve- 
ment here becomes increasingly more important in the future. 


By way of result of a detailed discussion of further relationships in the de- 
velopment process of the food supply complex and its spheres, Reimann arrived 
at a number of statements concerning the future formation of the basic propor- 
tions of the agro-industrial complex. In conclusion, he pointed to a neces- 
sary change for the 1980's in the interest of further growth and the securing 
of higher efficiency in the food supply complex in a twofold direction: First 
of all, he said, the increase in final product must be raised more rapidly 
than that of retail trade turnover. in his view, that is a basic condition 




















to ensure that the growing retail trade turnover is not at the expense of other 
expenditures economically necessary for reproduction in the agro-industrial con- 
plex (and in the entire national economy) Second!y, it is necessary to attain 
a larger increase in the end product than up to now and in so doing a more rapid 
growth of the net product of spheres Ii. Ill and iV. Thereby tasks would be 
tackled in two different respects, for one thing with respect to the strength- 
ening of the material-technical base (investments and current assets), and for 
another with respect fo ar increasing etficiency of these spheres in regard to 
the realization of the fundamental tasks ot the 10th SED Congress, to systema- 
tically decrease the consumption of production. 


Addressing themselves to the /pertection of the economic mechanism and efficien- 
cy in agro-industrial production/, V. 1. Buzdalow and G. 1. Shmelev emphasized 
that an effective economic mechanism based on the consistent utilization of in- 
terests and stimuli (4 mechanism whose perfection, in contrast to measures for 
an acce‘eration of scientific-technical progress, an improvement of the produc- 
tion structure and other directions in regard to the inv.ensification of produc- 
tion, does not require significant additional investments) is of decisive sig- 
nificance for the increase in the efficiency of agro-industrial production and 
the increase of its final results. According to them, the main point consists 
in the fact that the structural balance within the system of the agro-industrial 
complex and the acceleration of scientific-technical progress within the frame- 
work of an economic mechanism is guaranteed, which operates exceedingly active- 
ly and thereby economically strives for a rationalization of the production 
proportions, technology, as in general an agreed-upon activity of all units of 
the agro-industrial complex, and all categories of farms, including the indi- 
vidual subsidiary farm. The point of departure in this context is that econom- 
ic and organizational prerequisites are created for a real creative initiative 
and economic independence of the enterprises with the goal of a comprehensive 
rationalization of production. 





The experience in commection with the reorganization of the economic mechanism 
of the agro-industrial complex, as well as measures for the perfection of the 
methods of planned management of the agro-industrial sphere, as they are car- 
ried out in some CEMA-countries, according to Buzdalov and Shmelev, are related 
to a more or less persistent increase in the role of incentives and interests 
in the reproduction process, especially, however, the personal interest in the 
development of the public as well as the individual subsidiary farm. An in- 
crease in this role can be observed in all units of the economy and in the 
utilization of all instruments of the economic mechanism: Planning, manage- 
ment, price formation, tax policy, credit extensic., the system of economic 
contracts, and others. 


In accord with this general methodological orientation of the practical “appli- 
cation” of the economic mechanism of the agro-industrial complex, the methods 
of planning which ensure the inclusion of the collectives of enterprises and 
agro-industrial associations in the active work relating to the economic plan 
are distinguished by a high efficiency. Practically the complex of questions 
concerning 4 rational organization of production on a consistent planning 
basis, but with the inclusion of the levers, incentives and interests, cor- 
responding to the principle of cost accounting, in the process of the prac- 
tical realization of planning, is solved through fundamental changes in the 
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forms and methods of the determination and realization of decisions with re- 
spect to the economic plan. 


The effectiveness of the economic mechanism is strongly dependent upon the 
forms and methods of the material stimulation of the workers and collectives. 
The highest results are achieved when the material stimulation is combined 
with the end result, with the magnitude of the attained gain, with profit- 
ability. The consistent application vf this principle, which presupposes a 
balanced price formation, is an important problem in the further p«rfection of 
the economic mechanism in the agro-industrial sphere of the socialist coun- 
tries. 


Experience shows that an effective economic mechanism offers the possibility of 
making use, in addition to the enterprises of the public sector, also of the 
possibilities of the individual subsidiary farms as an important direction of 
investment-saving growth of production for the solution of the food problem. 

An advance in the development of individual subsidiary farms can be attained 
through uniform principles of influence of the economic mechanism on large-scale 
and small-scale production, through a carefully worked-out system of contract 
relations, which forms the economic basis for a successful integration of the 
public economy and the individual subsidiary farming. 


The fundamental perfection of the economic mechanism, a strengthening of the 
economic role of the levers and stimuli within this mechanism which correspond 
to the principle of cost accounting, as well as the granting of the necessary 
independence for the enterprises, today occupy the first place among the 
factors to improve the food supply and to increase production efficiency; that 
is dictated by the fact that the possibilities for an expansion of investments 
in agriculture are being exhausted. To that end, not a partial improvement of 
individual elements is needed, but a complex reorganization of the economic 
mechanism in the mentioned main directions, which result from the fundamental 
Leninist ideas concerning cooperative organization, cost accounting, local ini- 
tiative, and personal material interest and responsibility on all levels of 
the economic system. 


M. L. Bronshtein spoke on /socio-economic problems of the development of the 
agro-industrial complex of the Estonian Soviet Socialist Republic/. His point 
of departure was that the results of the 30-year-long socialist development of 
the agriculture of this union republic constitute convincing proof of the eco- 
nomic and social advantages of the new agricultural order. At the present 
time, twice as many products of agriculture are being produced as during the 
highest stage in bourgeois Estonia. At the same time, the number of workers 
in agriculture declined by one-fourth. The working and living conditions of 
the Estonian farmers have substantially improved. 


Tie following figures prove the efficiency of the socialist agriculture of the 
Estonian Soviet Socialist Republic: At the present time, the agriculture of 
the republic has approximately 100,000 workers, i. e., close to 12 percent of 
the total employed in the national economy. They produce per capita of the 
population about 850 kilograms of grain, 800 kilograms of potatoes, up to 130 
kilograms of meat (slaughter weight), about 800 kiiograms of milk, and 300 to 
350 eggs. 
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According to Bronshtein, it must be emphasized that the relatively high effi- 
ciency indicators of the agricultural production of the republic are trace- 
able not to any kind of especially favorable conditions, but to a fuller uti- 
lization of the socio-economic and organizational and management-related 
growth factors. Thus the Estonian Soviet Socialist Republic already at the 
end of the 1950's/beginning of the 1960's, as one of the first in the country, 
shifted from a distribution of the residual personal consumption fund in the 
kolkhozes to the monthly payment of wages on a level normal for the society, 
which is an expression of the complicated nature and significance of agricul- 
tural work of today. This contributed to the fact that skilled manpower was 
preserved for agriculture and could be employed more productively. The level 
of remuneration in the agriculture of the republic today is somewhat higher 
than it is on the average in the national economy, and it is relatively the 
highest in comparison to other union republics. Characteristic, however, is 
the fact that the specific share of remuneration in the gross income of the 
kolkhozes and sovkhozes of the Estonian Soviet Socialist Republic is the lowest 
in the country. 


The Estonian Soviet Socialist Republic must and can make a substantial contri- 
bution to the realization of the Food Program of the USSR. Utilizing its 
natural economic conditions, as well as the available potential, the Estonian 
Soviet Socialist Republic, in accordance with the Food Program adopted at the 
May-Plenum (1982), must increase the average annual production of meat by 30 
percent, of milk--by almost 20 percent, and of pce*atoes--by 20 percent during 
the llth Five-Year-Plan by comparison with the 10th Five-Year-Plan. If one 
proceeds from the relatively high state of production of agricultural products 
in the republic, these are tight figures. The agro-industrial complexes that 
are coming into being will make a substantial contribution to their solution. 





The investigations conducted in the Estonian Soviet Socialist Republic of the 
tendencies of a growth of productive forces, the engineering-technological, 
economic and social relations, have shown that the integration processes in the 
republic are objectively moving in the direction of the development of terri- 
torial agricultural and agro-industrial complexes. In so doing, three levels 
of territorial complexes become evident: 





1. The lower level--the basic agricultural association, which encompasses 
several neighboring farms (3 tO 5), which are related to one another by 
production interests and social interests. Here a certain development of 
common depots, storehouses and production sites for the preparation of feed 
and other things are possible. Of special sizaificance for the Estonian 
Soviet Socialist Republic is the unification of efforts of neighboring 
farms in the construction and expansion of settlements with a complex of 
socio-cultural care and control on a modern basis. But within the frame- 
work of the basic region and at the expense of its funds, an optimal con- 
centration in all sectors of agriculture, production and the social infra- 
structure cannot be attained; 


2. the middle level--the territorial basic unit, the village rayon, on whose 
level the first characteristics of an agro-industrial complex are taking 
shape~-the production-side and social relation between the agricultural 
enterprises and their auxiliary and ancillary supplier firms (the Goskom- 
selkhoztekhnika [State Committee for the Sale of Agricultural Equipment, 
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Spare Parts, Mineral Fertilizer, and other Material and Equipment, and Or- 
ganization of Repair and the Utilization of Machinery at Kolkhozes and Sov- 
xhozes}] rayon department, construction enterprises, and others). Party, 
state and agricultural organs effect the management in accordance with the 
territorial principle. A unification of efforts and resources within the 
framework of the rayon offers the possibility of achieving a step-by-step 
solution of problems of concentration and specialization of hog breeding, 
the formation of a modern feed production, agro-chemical care and control, 
and others. It is of great significance that on this level the balance of 
production and social factors is ensured, and that the units lagging behind 
are brought up to an appropriate level. But on the rayon level, too, it is 
not possible to secure an optimal development of all sectors of agriculture 
and the production infrastructure; 


3. the upper level--the republic agro-industrial and food complex, which in- 
cludes the territorial rayon units, as well as the specialized ministries, 
associations and services, which are of significance for the entire repub- 
lic (Ministry of Agriculture, collection points, meat, milk and food in- 
dustry, Goskomselkhoztekhnika, construction enterprises, the Association 
for Poultry Industry, the Science-Production Association, and others). 

Here the most effective combination of the territorial and sector principle 
of management can be realized on the basis of an approach which is complete 
in itself and is set forth in programs--an approach which is aimed at the 
end result: Attainment of the target level of production and social de- 
velopment with the minimization of resource expenditures. 


The territorial agricultural, agro-industrial and food complexes which are ob- 
jectively coming into existence form in the Estonian Soviet Socialist Republic 
the basis that secures the creation of inter-farm associations and the perfec- 
tion of management. Taking into account the complexity and newness of this 
task and also the necessity of production-side, economic and social precondi- 
tions for the solution of this task, this work is developing step by step and 
appropriate experiments were conducted. In 1975 a rayon agro-industrial asso- 
ciation came into being in Vil'yandi, which all kolkhozes and state agricul- 
tural enterprises and their auxiliary and ancillary supply firms joined volun- 
tarily. The administrative functions of the rayon executive committee (the 
rayon management of agriculture) combined with the organizational and economic 
functions for the management of the planning and cost accounting with the re- 
tention of economic independence and initiative of all members of the associa- 
tion. 


The experiment of Vil'yandi has proved itself economically and socially and 
has found dissemination in other republics as well. 


Since 1979 the rayon agro-industrial association exists in Parnu. This associ- 
ation paid special attention to the farms that were lagging behind and distrib- 
uted the funds within the rayon. The result was that during the last two years 
of the 10th Five-Year-Plan, by comparison with the corresponding period of the 
9th Five-Year-Plan, grain production in the rayon increased by 22 percent, that 
milk production increased by 20 percent and meat production by 53 percent. 


25 














After approximately the same model a rayon agro-industrial association came 


into being in the Latvian Soviet Sociaiist Republic in 1976 in Talsy. In the 
Georgian Soviet Socialist tepublic a similar association was formed in Abasha, 
etc Since the fall of 1981, ali rayons of the Estonian Soviet Socialist Re- 
public have made the transition to the new system. 

Further experiences, knowledge and problems derived from the development of 
territorial agro-industrial associations were treated by A. Rueuetel in the 


contribution “Towards the Optimal Tactics in tne Development of the Territorial 
Agro-Industrial Associations under the Conditions of the Estonian Soviet Social- 
ist Republic” In thas context, Rueuetel emphasized: 


--The development of the concentration and specialization processes is related 
to the sectorial and local peculiarities, which also concerns the maturation 
of the engineering-teciinological, orgaaizational, economic and social prere- 
quisites In so doing, a heightened intra-farm specialization must precede 
the inter-farm specialization. 


-~The industrial and social complexes are created gradually, in the course of 
which farms are reconstructed to an extensive degree by equipping existing 
hog and cattle breeding installations with new, modern building additions. 
This results in a significant saving of existing resources, permits the cre- 
ation of necessary supplies and the enlargement of the range of farms which 
make the transition to a higher stage of industrial production. 


--The foundation for the successful development of the agriculture of the re- 
public was formed by the presence of large farms with consolidated material- 
technical basis, which made it possible to carry out an optimal concentra- 
tion under the given conditions and thus offered the necessary preconditions 
for the transition to production on an industrial basis. 


--The experience gathered in the republic proved the correctness of the path 
taken: Within a short time, poultry-farming was specialized, in the course 
of which the production of eggs and poultry meat without exception became 
concentrated in large farms and poultry factories; in the sphere of one farm 
a narrow specialization with partial large-cattle and hog breeding could be 
carried out, in the course of which a large part of the livestock inventory 
was housed in large farms. 


--The practical realization of the territorial agro-industrial associations in 
the republic and on the level of the rayon becare the prerequisite for inter- 
enterprise specialization and concentration on cooperative basis, both in the 
sphere of general agricultural production and the infrastructure of produc- 
tion. 


At the same time, the forms of supra-enterprise cooperation as well as agro- 
industrial integration according to territorial principle were determined, 
including all farms under common management, regardless of their administrative 
relationship, as well as the enterprises which attend to agriculture or process 
its products. 
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Postive results of such inter-enterprise association forms already exist on the 
basis of experiments, as for example the agricultural association in the Vil'- 
yandi Rayon or that in the Pyarnu Rayon show. 


Furthermore it is planned to expand the specialization and concentration in 
the republic with the gradual transition to inter-enterprise cooperation and 
agro-industrial integration. 


H. Wirsig, in his contribution to the discussion, dealt with questions of the 
/output increase of agriculture and the exhaustion of the capabilities of co- 
operative production as a condition for the successful development of the agro- 
industrial complex/. He emphasized the necessity of producing more and more 
efficiently as a requirement of the new production relations. An efficient 
socialist agriculture, he said, is and remains an important factor of great 
economic and political stability of the socialist society, for through this 
sphere of the national economy the nourishment of the people, an elementary 
basic need of man, is ensured. 


Nourishment, however, is long since not only the basis for the physical 
existence and the reproduction of manpower, but at the same time an important 
component of the standard of living. The food supply is therefore for social- 
ism a political consideration of high order. This is not surprising, for the 
food problem has not been solved today for many millions of people in the 
world. In view of the practices of aggressive imperialist circles to misuse 
food products for political blackmail, the significance of food production is 
growing. 


No less significant for the national economy is the fulfillmentof the task of 
agriculture to make agricultural raw materials available to industry. In 125 
of the total of 164 main products of the national economy listed in the inte- 
gration balance of the GDR, agricultural materials are used as material. 
Sixty-five percent of the raw material requirements of the light and food in- 
dustry of the GDR are covered from agriculture and forestry. The share of 
plant production in the production of biological materials, which accounts for 
68 percent of the primary raw material production of the GDR, amounts to more 
than 64 percent. 


Both as producer of products destined for food--in the GDR 85 percent of these 
are treated or processed in the food and nonessential food and beverage indus- 
try before they are consumed--and as raw materials producer, the socialist 
agriculture is linked through a manifold network of economic and technical- 
organizational relations with other spheres of the national economy. 


Agriculture is firmly integrated as a part of this complicated organism in the 
material circulation system, hence in the reproduction process of the national 
economy. With the increase of this integration--a law-governed process of the 
development of the productive forces--there is an objective increase in mutual 
responsibility. On the one hand, the development of agriculture and the se- 
curing of a high productive capacity is necessary so that the prerequisites 
for a high standard of living of the population can be created through this 
sphere. On the other hand, it is the task of the entire society to create 
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the political, economic and technical conditions for this. 


Corresponding to the fundamental significance of agriculture in socialist so- 
ciety and its role in the entire agro-industrial complex of the national eco- 
nomy, the development of agriculture in the GDR always has been and is viewed 
and realized as a concern of the entire society. 


Taking up the new quality of intensification, Wirsig stated: Intensification 
has been the fundamental development process in agriculture since the estab- 
lishment of the GDR. During the past years, agriculture was equipped with 
capital goods at a rapid rate so as to be able to answer the rapidly increased 
demand of the national economy for agricultural products in the presence of 
the reduction of labor capacity by almost two-thirds. At the same time the 
main point was to overcome the backwardness in the level of the production pro- 
cess and in the entire life in rural areas in important spheres that was in- 
herited from the capitalist past. Under these conditions of the creation of a 
corresponding material-technical base of agriculture, the growth in capital 
assets and the consumption of production was higher than that of production. 


The new reproduction conditions of the 1980's increase the weight of intensi- 
fication so that agriculture can contribute to the growth of the national eco- 
nomy to the requisite extent. However, what is needed is a new quality of the 
intensification process, a quality which makes it possible to utilize all 
sociai and natural raw materials more efficiently, to improve the relationship 
of expenditure and result, and to increase the productivity of labor in the 
public sector, as well as to attain the improvement of working and living con- 
ditions. The central problem is to secure the requisite growth of agricultural 
production, not superficially through the expansion of capital assets and 
material input, but primarily through the better utilization of the available 
production potential through its greater efficiency. This does not change the 
nature of intensification, to be the concentration of social work per unit of 
soil area or useful animal, but sets new standards and places higher demands 
on the intensification process. The new quality to be aspired to demands the 
the utilization of scientific-technical progress as the main source for the 
growth in production capacity and thus to link the intensification even more 
closely to rationalization. 


In a last segment of his contribution, Wirsig took up the significance of the 
cooperative sector as the greatest potential for the fulfillment of the new 
tasks. In the GDR the cooperative farmers are the main producers of agricul- 
tural products. The cooperative-socialist sector of agriculture cultivates 
87.5 percent of the usable area: 89 percent of the livestock inventories and 
80 percent of all basic assets are found in agricultural producer cooperatives, 
in which 82 percent of all people employed in agriculture and forestry are em- 
ployed. The largest part of the production potential of agriculture lies in 
the hands of the cooperative farmers. It depends on the further development 
of the cooperative sector to a substantial degree how the large and complex 
tasks confronting agriculture, the principal unit of the agro-industrial com- 
plex of the national economy, are solved. 


In so doing, the determination of the tasks and the place of the class of the 
cooperative farmers in the further formation of the developed socialist socie- 
ty in the GDR is of the greatest importance for the further successful devel- 
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opment of the agro-industrial complex of the national economy. Also necessary, 
however, is the reproduction of the class through the development and educa- 
tion of a young generation of cooperative farmers. The main point is to gain 
young people in particular, the children of members of the cooperative, for 
work as members in agricultural producer cooperatives. For this the coopera- 
tives themselves bear a great responsibility. By training to a large extent 
the rising generation of skilled workers in agriculture, they have good pos- 
sibilities to combine this with the winning of new members for agricultural 
producer cooperatives. 


Proceeding from the tasks assigned by the 12th Farmers’ Congress of the GDR 

to the agricultural producer cooperatives and public farms, E. Leonhardt in- 
vestigated important aspects of the /deepening of socialist intensification of 
agriculture in the GDR on the basis of the example of some model agricultural 
enterprises/. To attain higher results in agriculture, means to make better 
use of the available resources: The soil, the existing technology, the build- 
ing installations, and many other things. An increase in yield must not mean 
greater input of capital assets. Instead there is the task of optimizing 
better, of managing better in the enterprises, and to lead a decisive battle 
against waste. In agricultural enterprises the point is to develop a better 
point of departure with respect to the contexts of intensification: Research 
and development concerning the productive work in the fields and in the stables, 
the battle against harvest and storage losses, etc. 


The focal point of this is a considerable increase of the yields of plant pro- 
duction, and in fact with declining expenditure. To this end there are nume- 
rous initiatives in the GDR in agricultural enterprises; for example maximum 
yield conceptions, intensification conceptions, in which in a complicated 
manner all factors are included which are decisive for the highest possible 
yields, for example the measures for the maintenance and increase of soil 
fertility, the development of the yield potential of the crops. In so doing, 
the question is emphasized of how everything available can be used for the re- 
duction of expenditures. Lenin's idea that the members of cooperatives must 
think like businessmen is more in demand than ever before. 


In the coming years, the agricultural producer cooperatives in the GDR face 
the enormous task, with the aid of science, increasing labor discipline and 
organization, of raising the per hectare yields of all crops more rapidly than 
the expenditures per area unit. A noticeable turn in the development of yield 
and expenditure in regard to all plant products is expected. This task is a 
component of the competition programs. 


The most important natural resource in agriculture--if one disregards human 
labor--is the soil. Its efficient utilization requires a substantial in- 
crease in soil fertility. For this reason, the agricultural producer coopera- 
tives and the state farms are concentrating on the improvement of humus sup- 
ply and the better utilization of organic nutrients, in particular liquid 
manure. Yield stagnation, too, must be overcome on this basis. During the 
past few years, the phenomenon developed that, in spite of increasing expendi- 
tures for the supply of nutrients to the soil, the yields did not increase 

to the same extent. 
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For this reason, the 12th Farmers’ Congress set the goal of concentrating the 
available investments more intensively on measures to increase plant produc- 
tion, shortening the realization terms of the investments, and above all on 
their higher practical effect. The observance of the agro-technical time 
schedules, the prolongation of the useful life of machines and equipment, as 
well as the comprehensive preventive maintenance flank the effect of the in- 
vestments. 


In the agricultural enterprises of the GDR, the agricultural producer coopera- 
tives and the state farms, as well as their inter-enterprise institutions, 
performance comparison plays a decisive role. Such comparisons have as their 
goal the attainment of the performance of the best with approximately equal 
conditions. In the result of such performance comparisons significant dif- 
ferences in performance became visible. Thus, as the investigations of the 
Academy of Agricultural Sciences showed, there were substantial performance 
differences in the northern bezirks between the agricultural producer coopera- 
tives and the state farms in the presence of nearly equal production conditions. 
The best attained more than 7 percent higher yields per hectare in the case of 
grain with distinctly smaller expenses incurred. 


In the GDR there is a concentration on performance comparisons also because of 
the fact that they make performance assessment more objective and because they 
make it possible for the enterprises and state organs to draw precise conclu- 
sions for opening up reserves. Last but not least, performance comparison 
promotes the purposeful employment of scientifically-trained cadres who in 
part are still underutilized and are not employed in accordance with their 
qualifications. 


The agricultural enterprises of the GDR have been called upon to decrease the 
different expenditures in their absolute magnitude. In so doing, a well- 
organized business management becomes of increasingly great importance. Energy 
and materials economy must be considerably increased through skilled business 
management. In so doing the main problem is to substantially reduce the abso- 
lute and the specific energy and materials consumption through the application 
of scientific solutions and through the reform movement. 


In the GDR the consistent goal is to observe the agro-technically most favor- 
able fixed dates, and specifically in connection with the optimal supply of 
the cultivated areas with fertilizer and pesticides. Here there are consider- 
able reserves for the saving of materials and the increase of the yields. The 
same applies to animal production in connection wi.h an optimal feed supply, 
the reduction of animal losses, the improvement of breeding results, and other 
things. 


Here there are large tasks which require the full utilization of the mental 
powers concentrated in the agricultural enterprises. Here, too, the point is 
to minimize performance differences with the aid of performance comparisons. 


Of great significance for the decisive improvement of the relationship between 
expenditures and results is also the reduction of the expenditures for mainte- 
nance. 














The comprehensive accomplishment of the socialist business management in all 
agricultural producer cooperatives, state farms and cooperative institutions 
is a decisive condition for the necessary output increase. For this reason, 
the management personnel is obligated to work in accordance with these prin- 
ciples. The goal is to create such production and working conditions that the 
requirements of agriculture and plant production, animal husbandry, technology 
and economy are mastered in socialist competition with great initiative and 
high outputs are attained with low production costs. 


An important task of socialist business management is the exemplary organiza- 
tion of labor in stable production brigades and departments. The given condi- 
tions of the territories, as well as the boundaries, the production sites, 
crop rotations, field distribution and transport routes must substantially de- 
termine the organization of work. 


Precisely because the internal organization of the cooperatives and the gradu- 
al transition to industrial-type production methods are of such great signifi- 
cance for the mastery of the uniform reproduction process, it is necessary 

to find more rational structural forms which correspond to the increased de- 
mands of the national economy, to keep what has proved itself and to make 
broader use of good experience. In this context, Leonhardt furthermore also 
took up questions of the carrying through of the performance principle, the 
perfection of cooperative relations, and the improvement of working and living 
conditions. 


In his contribution /to social problems of the intensification of agriculture/, 
G. Winkler characterized the goals of socialist agricultural policy in the GDR 
with respect to the social development of the people employed in agriculture 

as follows: 


1. The social development in the countryside is shaped by the full utiliza- 
tion of the capabilities of the cooperative property and the strengthening 
of the class of cooperative farmers as alliance partners of the working 
class. The for the implementation of intensification necessary develop- 
ment of the productive forces and the socialist production relations in 
the countryside, as well as the systematic formation of the working and 
living conditions in the agricultural enterprises, villages and communi- 
ties, is not possible without the increasing activity and output capacity 
of the class of cooperative farmers. In so doing, the point is to make 
the peculiarities of cooperative production fully effective: 


--The cooperative property and the direct link to the common property shape to 
a high degree the sense of duty for their own work, their own agricultural 
producer cooperatives. 


--The material incentive is directly linked to their own work output and the 
economic result of the cooperative. 


--The cooperative democracy assures a direct participation and decision con- 
cerning basic questions of the development of the cooperative (production, 
accumulation, consumption). 
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--The cooperative responsibility includes progressive farm traditions and 
historically-developed experience as agricultural producer (thriftiness, 
readiness for daily a’,ustment and readjustment to changing conditions, re- 
sponsibility for the timely sowing and harvest, observance of the agro- 
technical due dates) and transforms them into production readiness and activ- 
ity, attitudes and modes of behavior. 


2. The cooperative development in the countryside and the social development 
of the people employed in agriculture will--proceeding from the goal of 
using all of their own reserves in order to secure a stable and increasing 
self-supply of the population and industry with agricultural raw materials 
through an increase in the output of agricultural production--in the fu- 
ture, too, be shaped to a large degree through the intensification and the 
gradual transition to industrial-type methods. This includes the constant 
change of the mode of work, working couditions and contents of work, with 
the goal 


--of the further diminution of heavy physical and one-sided work through mechan- 
ization; 


--the further increase of the level of mental demands; 
--the reduction of work accidents and job-related illnesses; 


--the influence on the development and formation of the periodic working condi- 
tions; 


--the development and effective utilization of the available skill. 


3. The further mark of the socialist way of life in the countryside and the 
raising of the material and cultural standard of living are characterized 
by the gradual diminution of existing differences in the working and 
living conditions between town and country. Building on the attained de- 
gree of approximation (social security, education and skill, social insu- 
rance, housing supply, degree of equipment with high-grade consumer goods, 
etc.), there will be a further improvement in the possibilities of reduc- 
ing existing differences in the material and cultural standard of living 
through the change in the working conditions related to intensification 
as well as to further advances in the development of the infrastructure. 
This includes the development and utilization of the peculiarities of the 
way of life in the countryside. This affects 


--the rura! settlement mode (requirement for the moi2 efficient utilization of 
the soil, the available work capacity and the building substance); 


--peculiarities of agricultural production (for example, association with soil 
and animal, mobile technology, seasonal character); 


--the specific requirements with respect to the formation of the non-work 
sphere (small animal keeping, garden work, maintenance of the value of 
buildings and installations); 
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--the specific interest and need structure of the people employed in agricul- 
ture (in particular the structure and forms of realization of cultural and 
leisure time interests). 


In so doing, it holds good that the social development of the class of coopera- 
tive farmers and the other people employed in agriculture is in general a com- 
ponent of social development and social progress. That means 


-~-the social development in agriculture is inseparably connected with the con- 
solidation and perfection of the socialist power and property relationships. 
It is an expression of ability--inherent only in socialism--to combine 
scientific-technical and economic progress organically with social progress; 


~-social progress in agriculture is the result and condition of a socio- 
economic development emanating from the interests of all classes, strata and 
social groups, which is aimed at the constant increase in the material and 
cultural standard of living ard the development of the socialist way of life; 


--the social development in agriculture is a component of the overall coopera- 
tive management and planning in regard to the setting free cf the motive for- 
ces inherent in socialism, an expression of the attained degree of agreement 
between societal requirements and collective and individual interests. 


In his further explanations, Winkler then took up the following ranges of prob- 
lems in more detail: 


--The qualitative expansion of the sphere of action of Marxist-Leninist social 
policy; 


--the significance of the Law on Agricultural Production Cooperatives of 1982 
for the systematic formation of the working and living conditions in the co- 
operatives of the GDR; 


--the task to further develop and reproduce the class of the cooperative 
farmers for the securing of, and in connection with, the intensification of 
agriculture; 


--the increasing significance of the elimination of the causes of fluctuation 
in agriculture; 


--the significance of a systematic formation of the immediate working condi- 
tions in the process of the further intensification of socialist agriculture; 


--the compelling requirement to connect the process of socialist intensifica- 
tion with the increasingly more effective utilization of the education poten- 
tial; 


--the development of the creative activity of the cooperative farmers as a ne- 
cessary condition of the intensification of agriculture; 


--the determining influence of the development process taking place in agricul- 
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ture, the requirements of socialist intensification and the transition to in- 
dustrial-type production on the formation of the living conditions in the 
countryside. 


An overview over the development trends of agricultural production in the 
European member countries of the CEMA was conveyed by the contribution of R. 
Sachse (Sachse/Holz/Matveyev) on the subject /"Requirements of the Further In- 
tensification of Agricultural Production for the Increasingly Better Supply of 
the Population with Food Products in the Member Countries of the CEMA"/. 


In this contribution it was stated by way of introduction that,in the decisions 
of the communist and workers’ parties of the USSR, the GDR and other countries 
of the socialist community of states, intensification is emphasized as the fun- 
damental line of the expanded reproduction of production in all spheres of the 
national economy and thus as the main path to the realization of the goals of 
economic and social policy. The intensification of socialist agriculture in 

so doing forms an inseparable component of the intensification of the produc- 
tion of the entire society. 


Goals and paths of socialist intensification of agriculture, as well as the 
use of its results are determined by the requirements of the economic laws of 
socialism. In all countries its aim is 


--to secure the requirement of the population with respect to food products, 
and of industry with respect to raw materials, better and better from do- 
mestic production through the constant increase of production per unit of 
area; 


--to make the requisite contribution of agriculture to the planned proportional 
distribution of the total work of society to the individual sectors and 
spheres of the national economy through the lowering of the specific expendi- 
ture per production unit; 


--to create in this process simultaneously preconditions for the further social 
and mental-cultural shaping of the living sphere of the farmers and all people 
employed in the countryside. 


Sachse emphasized as important development trends of agricultural production in 
the European member countries of the CEMA in the 1970's: 


During the period 1970 to 1980, a steady increase f agricultural gross produc- 
tion could be attained in the majority of the European member countreis of the 
CEMA. The Socialist Republic of Romania and the Hungarian People's Republic 
reported the largest production increase. The production increase in the Hun- 
gerian People's Republic, the GDR and the Czechoslovak Socialist Republic was 
achieved in the presence of a simultaneous decrease of the agricultural use 
area. In the People's Republic of Bulgaria, the USSR and to an insignificant 
extent in the Socialist Republic of Romania, concurrently with intensification, 
new soil tracts were put under cultivation. The expansion of the cultivated 
area, however, stayed within narrow limits with 1.2 percent of the total of 
the cultivated agricultural area in the CEMA sphere. For that reason, an in- 
crease of agricultural gross production per area unit could be registered for 
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the majority of the European member countries of the CEMA during the period of 
investigation. Only in the People’s Republic of Poland production per unit of 
area showed a retrogressive trend. The highest production per unit of area 
overall, both in terms of plant products and in terms of animal products, minus 
the net grain import, was attained in the GDR, the Czechoslovak Socialist Repub- 
lic, and the Hungarian People's Republic. 


The agricultural use area available per capita of the population, with the ex- 
ception of the GDR, continued to decline in the 1970's in the member countries. 
The use area quotas fluctuate at the present time between 0.37 in the GDR and 
0.70 in the People's Republic of Poland. In the USSR 2.1 hectares of agricul- 
tural use area are available per capita of the population. Thus the individual 
member countries have at their disposal very different preconditions for the 
securing of the tod supply from their own agricultural production. In all 
member countries (with the exception of the People's Republic of Poland), grain 
production was substantially increased, and in the second half of the 1970's a 
certain stabilization of the annual yields was achieved. The total production 
of the European CEMA-countries increased from about 227 million tons annually 
on the average for the years 1966-1970 to about 283 million tons of grain on 
the average for the last five-year-plan. Factor analyses make it clear that 
the increase was achieved primarily through the increase of yields per hectare, 
although in some countries there was also an expansion of the areas of grain 
cultivation. The People's Republic of Bulgaria and the Hungarian People's Re- 
public increased grain production while simultaneously reducing the area of 
cultivation. 


The increase of feed production made it possible to expand the livestock inven- 
tories in the member countries, to improve the feed supply per large cattle 
unit, and to achieve a corresponding increase in output. A favorable fashion- 
ing of the proportions between feed production and animal production proved to 
be possible in the Hungarian People's Republic in the send half of the 1970's. 
The increase of the self-production of feed by 15 percent, with an inventory 
expansion of 6.4 percent, permitted considerable increase of output per animal 
and an overall increase of animal production by almost 19 percent. 


The development of animal production aimed primarily at the increase of meat 
production. The development of pork and poultry meat production demonstrated 
above-average growth rates. In that way, the share of the production of ani- 
mals for slaughter in the total of animal products increased in the majority 
of the member countries to over 50 percent and at the present time encompasses 
the greatest volume in the Hungarian People's Republic with 69 percent. 


This and other development trends of agricultural production in the European 
member countries of the CEMA make clear: 


First, the considerable production increase in the 1970's was primarily at- 
tained through 4 more intensive cultivation of the available area potential, 
i. @., through the increase of production output per hectare of agricultural 
use area. This made it possible to improve the supply of the population with 
food products qualitatively and quantitatively. There are still fairly large 
differences in the level of intensity of the individual countries. During the 
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period of investigation trom 1970 to 1980, the level between the Hungarian 


People's Republic, the CDR and the Czechoslovak Socialist Republic was further 
approximated, the Socialist Republic of Romania was able to approximate its 
production level to that of the People’s Republi t Bulgaria. 

Secondly, the additional expenditures per unit of area did not yet become ef- 
fective to a sufficient degree in terms of the increase of soil fertility. 


This was reflected in a number of countries in the unsatisfactory development 
of yieids wath respect to plant crops and thus in the inadequate rate of de- 
velopment of plant production vis-a-vis animal production. Because of the in- 
adequate development of yields, structural effects in the plant production of 
the individual member countries could thus far not yet be fully utilized for 
the further increase in output 


Thardly, the intensified animal production served the improved supply of the 
population wath food products containing protein. The rapidly-growing feed 
demand could no longer be fully covered from self-production in a number of 
member countries, in particular in the second half of the 1970's. The expanded 
reproduction of animal production thus took place in part on the basis of in- 
creased feed imports. The rapidly-growing demand for animal products made it 
more difficult in a number of member countries to bring the structural develop- 
ment of animal inventories in better agreement with the structure of feed pro- 
duction. 
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GERMAN DEMOCRATIC REPUB! IC 


"INTENSIVE MARKET RESEARCH' NEEDED TO ENHANCE EXPORT PRODUCTS 


East Berlin TG--TECHNISCHE GEMEINSCHAFT in German Vol 31 Nc 5, May 83 (signed 
to press 29 March 83) pp 3-5 


[Three articles on the topic "Foreign Trade: The Market Speaks the Truth," by 
Dr Wolf-v. Hartmann, Dr Ute Hoffmann and Manfred Kupfer, respectively. For re- 
lated information see the following translations published under ~7uoted headings 
in JPRS issues of this series as indicated: "Development, Production of Quality 
Consumer Goods Urged," official text of Tasking Workbook Decree (Pflichtenheft- 
Verordnung) and accompanying report by Prof Kurt Bernheier, East Berlin econo- 
mist, in JPRS 83614, 6 Jun 83, No 2407, pp 13-28; "“'Tasking Workbook's' Impor- 
tance as S&T Management Tool Explained," by Dr Herbert Weiz, GDR minister for 
science and technology, in 83424, 6 May 83, No 2396, pp 48-53] 


[Text] Whoever wants to be competent on the world market of 
today must sound it out with great precision and for this 
purpose utilize intensive market research. Only precise 
analyses constitute the basis for subsequent marketing 
chances. The volume of commodity turnover alone does not 
state anything concerning the market effectiveness of the 
exported products. Only the profit made through them makes 
recognizable the extent to which they satisfy customer de- 
mands. 


The Art of Knowing How--by Dr Wolf D. Hartmann 


Independent, creative outputs saleable on the world market, more than ever be- 
fore, require thorough analyses and assessments of international trends: What 
does the international market require with respect to quality, utility value, 
moment of market effectiveness, output parameters, reliability and length of 
life, design, price-cost relationship, but also with respect to faithfulness in 
terms of delivery, obligingness regarding service, and utilization consulta- 
tion? How important such a client-, market-, and competition-oriented mode of 
work is, is proved by analyses of the sources of marketable product ideas. 


According to experience derived from the investment goods industry, 30 percent 
of these come from the customer, 21 percent from meetings, fairs and «xhibits, 
18 percent from competing enterprises, 12 percent from suppliers, 11 percent 
from one's own enterprise, and 8 percent from outside research institutions. 
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Analyses of international markets include questions concerning the development 
of the market assortment, market growth, changes in market shares, quality 
parameters, price developments, terms of delivery and careful! product life 
cycle analyses of introduction, growth, ripeness, saturation, and phase-out of 
new products. 


At the same time it is a matter of comprehending still more precisely than pre- 
viously all cost factors, especially with respect to material, energy, transpor- 
tation and storage expenditures, but also with respect to wage and overhead 
costs. Hence utility value or output-oriented cost analyses are as indispen- 
sable as analyses of the international raw materials, materials and performance 
price development. 


The following tasks, therefore, must be at the center of the work of engineers 
and technologists: 


--The continuous accelerated introduction of new teciinology (products, proces- 
ses, materials, etc.) in connection with comprehensive rationalization efforts 
in all spheres, from the preparations for production to production and manage- 
ment ; 


--the tenacious struggle for peak performance as a combination of hardware, 
software and orgware in the case of all technology- and know-how-intensive 
products in the sense of the stronger connection of material outputs and utili- 
zation consultations, accompanying shipments of know-how, service performance, 
etc.; 


--the extension of international cooperation, especially on the CEMA-scale, 
with the focus on those scientific-technical tasks which can be mastered 
only uneconomically by one country in a solo performance and which irrevocably 
force [a country] into an increased exchange of technology and experience; 


--the systematic search for effective assortment and production structures, 
connected with a thoroughgoing removal of obsolete and marginally profitable 
products and technologies from production. 


Secret of Success 


One of the Japanese secrets of success lies precisely in the fact that the en- 
gineers and technologists of electronic concerns were, for example, continuous- 
ly confronted with the task to develop smaller and more compact products. 


Outputs of engineers and technologists that are saleable on the world market are 
frequently based on the unity of market-related product- and productivity- 
oriented technology improvement, i. e., the consistent integration of design, 
development, technological work preparation and production up to the marketing. 
The success of technical innovations on the international scale is primarily 
determined by convincing technologies and business advantages. As a rule, it 
is imputed in so doing that process improvements "automatically" lead to im- 
provements of the products, for high prices are often an expression of low pro- 
ductive efficiency and underdeveloped technology. The reverse relationship 
also holds good. 














The integration already addressed aims above all at the utilization of the ideas 
and experiences coming from production and process realization for design and 
development. To encounter researchers, developers and technologists in work- 
shops is, therefore, regarded as a matter of course in Japan. 


Only 3,000 employees of the Hitachi R & D staff, which consists of a total of 
8,000, for example, work in the R & D Center, the others in skintight contact 
with production. Of approximately 5,000 technicians, the Nippon Company employs 
no less than 90 percent in the factories. Intimate understanding of production 
and research and development, as well as great practical production experience, 
therefore, have a large share in market successes in development, design and mo- 
dernization of technologies. 


The Matsushita Electric Industrial Company, the world's largest consumer goods- 
electronics concern of Japan, has introduced a job rotation system of its re- 
search and development personnel (a total of 16,000 employees), which is supposed 
to prevent the up to now customary lifelong employment in only one laboratory 

and contribute to a more extensive exchange of experience. 


Quality thinking and engineering or technology work form an inseparable unity in 
the international scale. Of correspondingly high rank are all tasks and activ- 
ities relating to quality maintenance, beginning with the drawing-board. With 
increasing frequency, a comprehensive quality maintenance system is developed 
through the use of the possibilities of modern information processing technology. 


Especially great advances are attained where computer-based development and 
manufacture are combined and export complaints are evaluated from the work sta- 
tion up to the engineer and technologist. The accelerated introduction of CAD/ 
CAM technologies in industrial innovation processes with enormous reductions of 
development, transition and manufacturing times as a result of thorough flexible 
automation is of the greatest significance in this connection. 


In internationally successful engineering and technology collectives, as a mat- 
ter of principle a sovereign language is spoken. Accordingly, motivation and 
incentive systems are built up to promote preparedness to take risks, perse- 
verance, reliability, faithfulness in observing deadlines, innovative thinking 
and action. Commitment to, and identification with, the setting of demanding 
tasks are found to be highly developed, above all, where from the beginning of 
each task high standards were applied, where people work with normative goals 
(quality, performance parameters, time, costs) and where alternative ideas and 
proposed solutions are given latitude. 


It All Starts With the Tasking Workbook (Pflichtenheft)--by Dr Ute Hoffmann 


Analyses concerning the tasking workbooks have resulted in points of departure 
for a further qualification of these instruments. In order to achieve that 
every tasking workbook secures the consistent orientation of the product to be 
developed to the world market requirements at the moment of its entry into the 
market, the following aspects in the work with the tasking workbooks should be 
observed more intensively: 
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Firstly, the determination of the goal structure of the tasking workbook must 
secure the co-execution of the international scientific-technical development 
and from the very beginning proceed from the needs, demand and purchase motives 
of the potential main consumers. 


This requires the securing of the necessary preparatory scientific-technical re- 
search and the elimination of the predominantly still existing information def- 
icit concerning the user problems. As far as the determination of the scientif- 
ic-technical level of the new product is concerned, kilogram prices as combined 
measuring variable for the degree of refinement of the products should in gener- 
al be entered into the tasking workbooks. 


On the external markets it has turned out that highly-innovative products obtain 
a high kilogram-price, which is above the present level of the product group and 
moreover increases still further after the introduction in the market. Hence 
kilogram prices can be used as a relatively incorruptible measure for the 
scientific-technical level of the products. 


The factor complexes of foreign and trade policy conditions in the markets and 
the national regulations concerning the possibilities of access to the markets 
can to a large extent be ascertained centrally on the level of the national eco- 
nomy for all combines. In the exploration of the user problems, it has much to 
be recommended to combine the market research in the combine organizationally 
closely with the tasks of technical-economic consultation and customer service. 


In the expansion of the market research capacities that is presently taking 
place in many combines, the main point above all is to supplement the rational 
division of labor in the collection of information (in which the foreign trade 
enterprise, the foreign sale and supply organization, the directorate sphere 
for sales of the combine management and the export enterprises, the research 
enter and the directorate sphere for science and technology, as well as all 
commercial agent personnel are to be included) through a purposeful cooperation 
of all participants in the expedient refinement of the information for the pur- 
pose of preparing decisions in regard to product development and market work. 


Something Better Than What Is Available 


Secondly, in the elaboration of the goal structures of the tasking workbooks, 
the relationships of use value, demand and price under the influence of the 
time factor are to be concretely observed. In the area of emphasis, the main 
point is to determine the goals of the tasking workbooks in such way that all 
magnitudes of orientation for product development are estimated for the moment 
of entry into the market. User problems and performance parameter priorities 
of the potential chief consumers, too, must be ascertained in anticipation. 


In the elaboration of the world standing comparisons, it is not sufficient to 
proceed only from the optimal values of the already available international 
comparative products. The future top product, which in accordance with prin- 
ciples of the Standardization, Measurement and Commodity Testing Office is to 
be ascertained for the assessment and comparison of use qualities of indus- 
trial products, too, cannot suffice as orientation magnitude. 








In terms of the performance-determining parameters, the main point is to pro- 
ceed consistently from the user requirements at the moment of the market entry 
of the new product. At the same time, in view of the constantly spreading sup- 
ply of similar products on the foreign markets, it is necessary to strive con- 
sciously for “special’ use value advantages, which are economically advantageous 
for the customer. "Preferred products" must be developed, which the client pre- 
fers to the offers of the competition because of concrete advantages in user 


economy. 


In the determination of the quantitative demand magnitudes, we must not proceed 
only from the hitherto existing development of the sales of predecessor or com- 
parative products. The demand magnitudes and future export quantities must be 
substantiated with marketing research findings concerning the sales possibili- 
ties in the potential main markets. "Marketing conferences" in the early stages 
of product development, in which representatives of the foreign sales and supply 
organizations also take part, constitute an organizational form--already tested 
by some combines--for gaining substantiated statements concerning demand magni- 
tudes and main requirements of potential buyers in a concentrated manner. 


With respect to the price development of foreign exchange in the economic goal 
structures of the tasking workbooks, there exists generally the problem to esti- 
mate the price development of foreign exchange for at least 5 years into the 
future and to recognize the effect of the most important price-determining 
factors. Price analysis and prognosis must be developed and/or strengthened. 


Large Quantities From the Very Beginning 


Thirdly, the point is to orient product development consistently to a maximal 
economic utilization on the foreign markets. 


The highest economic utility is attained when products developed to do justice 
to the demand are made available at the most favorable moment for market intro- 
duction in such quantities which cover the maximal sales possibilities. Hence 
the determination of the export quota and the quantitative development of turn- 
over is a very significant task. Still too rarely do we, in so doing, pursue 
the strategy to sell large quantities already beginning with the year of intro- 
duction, to fully exhaust the sales possibilities in the main markets from the 
ver; beginning. The prevailing pattern is the slow increase of the export 
quantities, which frequently reach the greatest scale only during the fourth 
year after the introduction into the market. 


This slow arrival curve on the markets, especially in the case of export prod- 
ucts distinguished by an innovation lead vis-a-vis the products of the competi- 
tion,stands in contradiction to the necessity and possibility of converting 
this advantage with large export quantities into a maximal amount of total 
profits. 


Moreover, small initial export quantities and a slow increase in turnover fre- 
quently force concessions with respect to the foreign exchange prices. They 
prevent a concentrated market introduction to secure large shares of the market 
and, in addition, activate the competition. 
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Tasking Workbooks for Marketing Work 


Fourthly, the scientific-technical and economic task setting of the tasking 
workbooks must be linked with the determination of the requisite level of mar- 
keting work for the new product. 


The principles of the Standardization, Measurement and Commodity Testing Office 
for the evaluation and comparison of the use qualities of industrial products 
since 1981 prescribe the inclusion of a comparison from the point of view of 
market economics in the comparison of world standing for products to be newly 
developed. According to that, information must be elaborated concerning the 
market shares of our own product and the international comparative products, 
the target market, reputation image, and absence of legal flaws in the target 
market, service conditions and performance, delivery possibilities and market 
period. 


The comparison from the point of view of market economics also aims at taking 
into account, from the very beginning, important factors of the market conditions 
in the tasking workbooks. It is not sufficient, however, to consider only the 
service performances among the marketing work activities. 


Under the changed external sales conditions, the world marketability of the new 
products and their full economic utilization can be secured only if product de- 
velopment and market preparation and introduction are conceptualized and carried 
out in a uniform process. 


For this reason, some foreign trade enterprises are now making the transition to 
the elaboration of tasking workbooks for marketing work parallel to the tasking 
workbooks for product development. They focus on the determination of the ne- 
cessary market preparation measures for the new product. Here it is to be re- 
commended to examine the experience of the Jena Carl Zeiss Combine with the 
“product-related sale conceptions”. These "product-related sale conceptions" 
are elaborated in step Kl for every tasking workbook by the foreign trade enter- 
prise and serve both market development and the active carrying through of world 
market requirements in production development. This instrument is also laid out 
more broadly than the tasking workbooks for marketing work. 


The Immaterial Export--by Manfred Kupfer 


Experts estimate that up tc 10 percent of all prof.ts made in world trade are 

produced through international license operations and that the volume and sig- 
nificance of the “technology market" are continuously growing. The GDR, too, 

is increasingly taking part in the trade with licenses. 


On 21 March 1983, the daily press of the GDR reported that on the occasion of 
the Leipzig spring fair a license agreement for the utilization of a process 
for the photochemical hardening of polyester resin of the Buna State Enterprise 
Combine was concluded between the U.S. chemical combine DOW CHEMICAL and the 
CHEMIE Foreign Trade Enterprise of the GDR. This example makes clear that the 
inter-state utilization of knowledge, information and experience from the most 
diverse sectors of science and technology plays an increasingly larger role in 








the international economic relations of today. With its scientific-technical 
potential, the GDR is in the position to be a factor in the trade with immate- 
rial goods as well. During 1970 to 1981, the combines, enterprises and insti- 
tutions, on the one hand, and the economic organizations and firms in the so- 
cialist and/or nonsocialist countries abroad concluded and sold a total of 
2,235 license-granting agreements. In so doing, the share of the socialist 
state community amounts to about 60 percent, that of the developing countries 
and capitalist industrialized countries--about 40 percent. 


In the meantime, know-how and technology from the GDR have come to be respected 
in more than 40 countries of the world. Thus, on the basis of a GDR process, 
steel cable-reinforced belts are being manufactured in steadily increasing pro- 
duction quantities in Italy for years, and in Japan high-capacity presses under 
license of the Erfurt Combine for Conversion Technology, as well as the know-how 
of the Halle Institute for Welding Technology are being utilized. Important 
licenses were acquired by the Austrian Voeest-Alpine State Concern, for example, 
for the production of cement clinkers according to the dry process, for the 
plasma primary melting of precious stones, the protein production from plant 
raw materials, and others. In India dairy machines are being produced under 
GDR licenses, in Brazil--low tension charge eliminators, and in Algeria--arma- 
ture and pumps. 


More Profit Through Compound Licenses 


Especially so-called compound license grants are of great economic utility. 
Thus the Berlin Plant for Television Electronics, in cooperation with the Mar- 
tin Luther University in Halle has granted license agreements for the utiliza- 
tion of patents for novel liquid-crystalline substances (LCD) to several pro- 
ducers in Mapan, the FRG, and Switzerland. Only recently a U.S. chemical 
equipment firm took over the license for the production and distribution of 
so-called Perform contact trays (installations in chemical columns for the pur- 
pose of efficient mass and heat transfer) from the Karl-Marx-Stadt Germania 
State Enterprise. The license products is produced in Japan, the FRG, in 
France and in the United States and is used throughout the world in the chemi- 
cal and petro-chemical industry. 


There are numerous combines which are making a substantial contribution to the 
demanded increase of the degree of economic utilization of results from science 
and technology abroad. They include the Jena Carl Zeiss [Concern], the Black 
Pump Gas Combine, the Electric Power Installation Construction Combine, the 
Magdeburg Ernst Thaelmann Combine for the Construction of Heavy Machinery, the 
Buna Combine, as well as the Dresden Combine for Air and Refrigeration. In re- 
search institutes, too, such as the Halle Central Institute for Welding Techno- 
logy (ZIS) and the Dre... ~‘afred von Ardenne Institute, increasing export 
proceeds are being obtains. In all phases of immaterial export activity, 
great significance attaches to the employment of technical engineering person- 
nel. As in the case of the export of products, thorough marketing research 
and study is also necessary for the immaterial export in order to recognize 

the respective concrete requirements of the markets for the envisaged scientif- 
ic-technical results and performances and to take them into consideration in a 
differentiated and qualified manner in the elaboration of license information 
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and offers, as well as in the application of other specific forms of market 
treatment for the purpose of finding partners and, finally, also in the period 
of the negotiation and conclusion of a contract. 


The points ior a successful international utilization of our scientific- 
technical results and achievements are shifted already during the stage of re- 
search and development. Thus the intention of an international follow-up utili- 
zation must already be noted during the opening and defense of che tasking work 
books in the case of research projects. It must also be taken into account that 
the utilizétion conditions improve considerably if in good time and in a quali- 
fied manner the securing of the license through protective rights is undertaken 
in the countries of the potential licensees. 


Decisive for marketing is the international technical level of the objects 
offered for sale. 
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GERMAN DEMOCRATIC REPUBLIC 


GROWING FINANCIAL, OTHER ECONOMIC PROBLEMS ANALYZED 
Vienna WIENER TAGEBUCH in German No 6, Jun 83 pp 18-19 


{Article by Wolfgang Seiffert, professor of international economic 
law, Kiel, FRG: “In East Berlin One Senses the Crisis--Economic 
Developments in the GDR.” For related information see translations 
of the following Western articles published under quoted headings 

in JPRS issues of this series as indicated: "Mounting Hard Currency 
Problems, Overtures to Bonn Reported (Austrian and West German 
commentaries), JPRS 83633, 8 Jun 83, No 2408, pp 9-16;"West German 
Analysis of Continuing East-West Trade Slump" (by German Institute 
for Economic Research--DIW, West Berlin), 82838, 10 Feb 83, No 2368, 
pp 1-20; “Failures of 1981-1985 Plan, Shift to Brown Coal Energy 
Analyzed” (Zurich report), 83356, 28 Apr 83, No 2394, pp 53-55; 
"Gasoline Shortages Seen Affecting Production” (Bonn report), 83276, 
15 Apr 83, No 2388, pp 11-127 





CText7 One can hear in public quite different analyses of, and 

views about, economic developments in the GDR. Official GDR reports 
usually describe the economic results--such as for 1982--as"steadily 
progressing continuation of a stable and dynamic development." 

Western observers, on the other hand, tend to speak of a “strained 
economic situation in the GDR" overall, but partictlarly of a 
“strained balance of payments situation in the GDR" or of “"con- 
tinuing strained financial, foreign trade relations.” For some time, 
Western banks have been rather cautious in their lending to the GDR. 
Still, there are reports that the GDR has achieved "a strong position 
within the Soviet bloc.” Then again, a series of official GDR 
statements, which take an extremely critical view of the GDR economic 
situation, seem to conflict with this assessment. SED Secretary 
General Honecker, for instance, talked with rare frankness last February to 
party's district secretaries about the economic shortcomings in the 
GOR. At the same time, every district secretary found at his place 

a folder with data indicating that work productivity had not increased 
in almost one third of all towns and districts. What then is the 
matter with the GDR? 
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Let's first of all consider some indisputahle facts (which, however, 
some Western observers tend to ignore too easily), before turning 
our attention to development trends and their possible analyses. 


Trends 


1. Because of the absolute level of its national income (comparable 
more or less with gross social product), the GDR is, behind the 

USSR and Poland, only the third largest economy within CEMA. However, 
in terms of per capita gross social product it ranks first and tops 
by about 50 percent all other states with regard to productivity and 
living standard. With a 16 percent share of total intra-CEMA trade, 
the GDR is, after the USSR, CEMA's second largest trading nation. 

It ranks among the leading industrial countries of that region and 
is the most important trading partner of the USSR. In 1981, the 
USSR accounted for 81 percent of GDR foreign trade, while the GDR's 
share of Soviet toreign trade totaled almost 1l percent. At times, 
the GDR supplied twice as many machines to the USSR as all Western 
countries combined. 


2. The GOR's share of global trade was 1.2 percent, and the GDR thus 
ranks 15th after Switzerland and Australia. Some 30 percent of its 
foreign trade is with OECD countries and only 3-4 percent with 
developing nations. Because of the special status intra-German trade 
is enjoying, about 14 percent of GDR interstate commerce is taking 
place with the FRG. 


3. The strong position of the GDR economy within CEMA contrasts with 
its relatively weak position vis-a-vis the FRG. The per capita gross 
social product in the FRG is almost twice as high as in the GDR. 

The productivity and living standard of the GDR are still 30 percent 
lower than in the FRG--the gap has been widening in recent years. 
Even Honecker said so last November before the SED Central Committee. 
The difference in income levels between the GDR and FRG population 

is estimated at 50 percent. 


4. The 1971 change in GDR.leadership from Ulbricht to Honecker also 
meant a change in economic policies. Instead of Ulbricht's envisioned 
economic reform of the earlier socalled “economic system,” the 

focus was now on “unity of economic and social politics,” which 
promised to link productivity increases to noticeable improvements 

in living conditions. At the same time, the economic orientation 

was toward developing, on a priority basis, closer cooperation with 
the USSR and toward CEMA integration. These initially effective, 
very popular economic politics, which evoked certain expectations, 
led to ever-increasing GDR indebtedness with the OECD countries from 
$1.7 billion in 1971 to $13 billion in 1982 and made it necessary 

for the GDR to use up more than DM 1 billion per year in FRG payments 
out of the federal budget, other public budgets and from private 
sources. Despite these developments, the GDR leaders avoided for a 
long time the adoption of necessary adjustment measures, which 
demonstrates amazing parallels between the economic politics of 
Communist Honecker and Socialist Kreisky. In his politics, Honecker 
benefited from the advantages that came with intra-German trade. 
However, this did nothing to change the oft-repeated claim of GDR 
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leaders that they had been able to maintain the GDR's place among 
the world's ten leading industrial nations despite existing adverse 
conditions in world markets: the 1981 IBRD Report on World Develop- 
ment lists the GDR in 18th place in terms of per capita income, 
immediately following Finland. 


The GDR's economic potential, its high level of performance and, 
above all, a series of organizational measures to concentrate 
industry in highly productive combines could not protect the worker 
and farmer state from the vortex of the CEMA crisis. The growth rate 
dropped to three percent. Production goals were not met and since 
then had to be officially adjusted downwards. Vis-a-vis the USSR, the 
GDR has been sliding into a negative trade and payments balance. To 
reduce its debts with the West, the GDR had to increase its exports 
to that area and, in particular, make substantial cuts in its imports 
from the West. Although it was successful in these efforts, the 
effects are serious: the import of urgently needed new technologies 
declined, the supply of industry with raw materials, materials, inter- 
mediate products and energy as well as the supply of the population 
with consumer goods deteriorated, investment was cut to practically 
zero. In addition, the GDR was seriously affected by developments 

in Poland and by the cutback in Soviet crude oil shipments by 10 
percent in 1982 at a time when Soviet crude oil prices rose and by 
1984 should be higher than OPEC prices. 


The negative economic trends in the GDR are probably also the result 

of increasing extraneous strains (loss of Polish suppliers, situation 
in world markets, crude oil price developments, etc.). However, 

it would be misleading to hold them solely or primarily responsible. 

In the GDR as well, the centrally planned economic system is the 

main reason for these mounting difficulties, such as the limited 
ability to deal with worsening world economic conditions--a system 
which is living on without change here as in the USSR or in Czecho- 
Slovakia. Economic developments in the GDR demonstrate the deficiencies 
of the system that cannot be overcome within the system. The fact 

that the GDR economy is functioning better than that of the USSR or 
other CEMA members which have adhered to the centrally planned economic 
system, cannot be attributed to advantages of the system. Rather, 

that the same system is working better in the GDR is due to the fact 
that the GDR meets the needs of the centrally planned economic system 
with German organizational talent and Prussian discipline. But the 
considerably lower efficiency and productivity and the poorer results 
of the GDR economy compared to the FRG economy are no doubt due to 

the inherent weaknesses of the centrally planned economic system. It 
can't be the fault of the people: here as there, they are Germans. 


The strains on the GDR economy will be increasing in he future. 


Honecker'‘s visit to Moscow meant new GDR obligations .is-a-vis the 
USSR in supplying industrial finished products, even closer linkage 
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with the wornout Soviet economy and larger participation in big 
investment projects on Soviet soil as well as more GDR contributions 
to the growing armament burden in many forms. It was at the ‘tenth 
SED Convention that Honecker already emphasized the “sacrifices” 
that would have to be made for defense. 


Self-Mutilation 


For that reason, the GDR must continue in future years to try hard 
to expand its exports and to keep its imports--especially from the 
West--at a modest level and to improve its own performance by even 
greater efforts, strict discipline to save, and by new technologies. 
This won't be possible without new financial credits (at least 
follow-on credits) and without expanding intra-German trade and its 
benefits for the GDR beyond the already impressive volume of DM 14 
billion. Threats by both Soviet and GDR leaders to respond to the 
Geployment of U.S. medium-range missiles in the FRG with “measures 
of grave consequences” for the FRG--that could mean reduction or 
disruption of intra-German trade--amount to self-mutilation. 


Thus in mid-1983, the GDR faces not merely considerable economic 
difficulties. Prospects are also nonexistent that the expectations 
fueled by Honecker's economic strategies can be fulfilled. Instead, 

the GDR must give serious thought to the need to lower or at least 

keep the living standard of its population at its present level. 

This, however, means that hopes that it would be possible ta reach in 
this way broad agreement with the people, have proven to be an illusion. 
It is not even certain that the new situation which will probably 

get worse will be accepted with passivity. 
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GERMAN DEMOCRATIC REPUBLIC 


LACK OF TECHNOLOGICAL INVENTIVENESS SCORED 
West Berlin DER TAGESSPIECEL in German 15 May 83 p 31 


jArticle by Michael Mara, stafi writer: "GDR Researcher: Fight Against Bureau- 
cracy--The Socialist Planned Economy is Proving to Be a Brake Against Progress") 


Text] A great handicap of socialist economies is their technolegical backwardness 
compared to Western industrial countries, which is directly related to a deficiency 
of basic inventions. Some $3,500 patents were a plied ‘or in the GOR in 1962. That 
is inceed double che numper f:led in 1977, but is put ian perspective by comparing 
this figure to the patent ap, iications filed in the highiy developed Western 
countries: about 49,000, for example, in the Federal Republic in 1980, and even 
over 190,000 in Japan, tne world's leader, i.. 1981. 


Apart from volume, the level of inventions made in the GDR leaves much to be de- 
sired according to en offic al sdmission. P ofessor Hemmerling, president of the 
State Office for Inventions, ‘ust recently conceded in an interview that “too few 
technologicai inventions” have been made in the GDR. They yield, however, the 
greatest economic effect. “he president of he Office for Inventions stated that 
up to now, GDR researchers have not succeedec in “producing basically new dis- 
coveries"” to the extent required and the intensity of inventing is also unsatis- 
factory. 


Lately, therefore, criticism from “higher up" has been repeatedly directed at re- 
searchers. The SED nas increased pressure on them. It is pressing, for example, 
to form "party activists” in research institutes anc to bring the main tasks of 
technological research under “pi ‘ty control.” Party activists in research insti- 
tutes are not to rest satisfied with “control,” but are to deal critically with 
researchers’ “unsatisfactory work results." 


Meanwhile, the causes for this backwardness must be sought, at least as far as re- 
searchers are concerned. .0 w considerable extent, they stem from the socialist 
planned economy itesel’, from its inflexibility and bureaucracy. The encrusted 
structures of the planning and management system only too often prove to be a hin- 
drance to creativity. The voices of respected GDR scientists referring to these 
connections and calling for changes have just recently been increasing. 


Thus, Professor Siegfried Schiller, deputy director of the Dresdner Ardenne Iasti- 
tute, recently criticized chat in research there is too much “comparing by debit 
and credit" following the method of “What were the nominal values, what are the 
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actual values...." This has the consequence that he is best who “can risk nothing” 
the best of the most cieverly This principle, the respected scientist stressed, 
can “not be correct.” 


Among other things, this leads to the makirg of “any kind of invention” instead of 
basic ones in the CDR and things being produced which are no good--"just to show 
that something has been done,” as Professor Dr. Hans-Juergen Treder, renowned 
director of the GDR Academy of Sciences Einstein Laboratory, said in an interview. 
Because of this, a substaatial share of GUR patents is not used by domestic indus- 
try. GDR results in the international license trade also stay within 
correspondingly modest limits. 


Naturally, the rigid planning mechanism also has a bad effect on the time for put- 
ting major research results into practice, which is most cases is too long. Pro- 
tessor Mantred von Ardenne, tie 76-year-old noted inventor, stated recently in an 
interview that there are “often certain barriers” in the planned socialist economy 
to results of a new kind. For this, one has to decide "to rapidly redesign capa- 
cities previously planned.” This takes courage for risks and a strong will “to 
also overcome the toughest resistance.” 


But that is exactly what is lacking; in the past, there has been neither sufficient 
demand tor willingness to take a risk, nor does the planning bureaucracy allow suf- 
ticient latitude for that and for creativity. Professor von Ardenne then asks also 
that the scientific director “be burdened as little as possible with unproductive 
work (meetings not serving research, writing of reports, hence bureaucracy)" so that 
his work and his knowledge have a full effect and that one's own accomplishments 
should determine one's professional position. 


The Eust-Berlin philosopher, Professor Herbert Hoerz, also believes the conse- 
quences absolutely necessary in order to make the system of the socialist planned 
economy as a whole more efficient. The causes of considerable loss of efficiency 
are, in his opinion, “meetings without productive results, education without sub- 
stance, exchange of experience without new knowledge, the idea-making shop, exces- 
sive bureaucracy in the sense of unnecessary reporting instead of actual work, 
waste, unsatisfactory organization of labor, wrong employment trained personnel, 
and wrong setting of goals.” Hoerz believes that not only the questions on the 
causes of difficulties, but also those on the strategy to eliminate them must be 
answered. 


Professor von Ardenne, whose name is associated with over 500 patents and who can 
rightly be regarded as one of the most successful German inventors, obviously holds 
a similar view. We believes, he said in the interview mentioned earlier, that in 
the development of the world, socialism will be the superior order “in the end" 
(thus, not right now! M. M.) “only when one has learned to activate fully the re- 
serves that lie within hia.” Ardenne admits of no doubt that there will be “fur- 
ther great problemas” on this path. 


The inventor's fundamental optimism does not come from the works of Marx and Lenin, 
but “from observations of how nature behaves in the living organism.” Any bio- 
chemist knows that there thousands of closed cycles are functioning simultaneously 
and in an almost independently self-optimizing way. Yet, these numecous processes 
are centrally monitored and controlled by the “government,” the brain. That is how 














he sees the structure of the socialist economic system in the coming 
millenniun. 


Dreams for the future? Professor von Ardenne, who is anything but a researcher 
in an ivory tower and who knows the weaknesses of the current socialist economic 
system as well as their causes the best, himself believes that “the time for such 
thoughts is clearly not yet ripe.” What is certain is that the socialist 
economic system in its current form cannot solve the problems of the future. 
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GERMAN DEMOCRATIC REPUBLTC 


ENCOURAGEMENT FOR INVENTORS HIGHLIGHTED 
East Berlin PRESSE-INFORMATIONEN in German No 17, 10 Feb 83 p 5 


[Article by Horst Hartmann, Office for Inventions and Patents: "Promote and 
Recognize Inventors"™] 


[Text] Our country's combines and enterprises are confronted with the task 

to gage objectives and results everywhere against the international standards 
for what is technically and economically feasible for the sake of a still 
greater efficiency and quality improvement. The expectation thereby placed 

on the R&D performance drive constitutes a challenge to the creative abilities 
of all engineers and scientists, inventors and innovators. What is wanted 
mainly are achievements that imply internationally new technica] solutions. 

In not a few instances, they become crucial for profitable license business 
with leading industrial countries. 


Even though we have thousands of outstanding inventors whose performance is 

of inestimable value to our economy, we have to keep asking ourselves whether 
inventions are already extensively enough encouraged so that scientists, 
engineers, technicians, innovators and other working people can successfully 
thrust into new scientific-technical territory. The decree on measures to 
promote invention activity (GBL, Part I No 7, 9 March 1978) sets down the legal 
premises for an upswing in invention activity. It also stipulates that out- 
standing achievements in this field may be recognized by the official honorific, 
"Distinguished Inventor" and, furthermore, by calling an invention by the in- 
ventor's name or by awarding academic degrees. 


Since 1952, we have now had more than 1,300 "Distinguished Inventors” in our 
country. During the last two five-year plans and the last two years, 376 GDR 
working people got that official distinction for their creative work in science 
and technology, 25 of them in 1982 alone. One inventor, furthermore, was so 
recognized in the CSSR last year for shared achievement. As many as 134 in- 
ventors are involved in economically particularly significant inventions which 
the minister for science and technology recognized additionally by monetary 
awards. 


The Technical University, Dresden and technical colleges were able to grant 
academic degress for high scientific-technical achievements leading to in- 
ventions. Three engineers became certified engineers, and one certified 
engineer got a Ph.D. in engineering. Seven other engineers are in the process 
of being similarly recognized for their scientific achievements. 
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The number of inventions registered to be patented grows every year in the GDR, 
last vear to 15 percent above the 1981 figure. Most "Distinguished Inventors" 
were concentrated in 14 combines between 1976 and 1982. More than a third of 
them came up with results in that time frame that noticeably affected our in- 
crease of exports. Altogether, however, the performance incentives in the form 
of that kind of official distinction for all who have contributed as inventors 
to top standards in science and technology still seem inadequate because our 
economy has still many more such dinstinguished inventors. 


It is a political task of the first rank for the R&D managers and directors on 
all levels to encourage inventions purposefully everywhere and make the most 
rapid use of them. There has been a rising proportion of those who have been 
significantly involved in the modernization of technological processes, the 
ecoromic utilization of raw materials, working material, fuels and energy, and 
in refinement processes. It would, however, help tap still larger reserves 

if their experiences were to be passed on under the responsibility of the conm- 
bine activists groups of the Chamber of Technology and the Chamber of Technology 
enterprise sections. Thoroughly mining the inventors’ store of experiences 
provides models for new espectally valuable productive ideas. 


Ax experienced inventor will furthermore, typically, push for high achievements 
in the R&D and project planning collectives, without being asked to do so, in 
every phase of scientific-technical work, proceeding from the demands set down 
in the tasking workbooks. One of them is Werner Hauptmann, chief of the main 
research and technology department in the science and technology sector of the 
VEB Schwarze Pumpe Gas Combine. He holds a doctorate in engineering. He 
carried out important developmental projects together with Soviet partners. 

His efforts greatly helped in coping with scientific-technical priorities. 


Of most experienced inventors it is typical that they, in particular, assist 
young R&D personnel and proven and promising innovators, in confronting them 
with inventions. Especially here we find a considerable reserve still to be 
tapped for invention activity at a broader range. That is also indicated by 
the age-structure of the "Distinguished Inventors." Their average age between 
1976 and 1982 was 45.7 years. 


The combines, institutes, colleges and technical schools, starting with basic 

and advance-lead research, should thus determine more than they have done, and 
propose for special distinctions, those successful inventors who through their 
inventions, proceeding from the demands in the tasking workbooks, shore up and 
control the anticipated scientific-technical level. 
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HUNGARY 


TRADE RELAT IONS WITH DEVELOPING COUNTRIES STUDIED 
Buda pest NEPSZABADSAG in Hungarian 11 May 83 p 10 


Grticle by Janos Tormasi, main department head at the Ministry of Foreign 
Trade: “Our Relations with the Developing Countries] 


[Texg7 Our economic cooperat ion with the developing countries expanded dy- 
namically in recent years and reached an outstanding level in 1982. Our 
export increased by an average of 15 percent per year in the last 3 years 
(during this same time the total Hungarian export increased by an annual 
average of 5.5 percent), so that the weight of the developing countries in 
our export market ranking has increased from 5-7 percent, which characterized 
the early 1970s, to 13 percent today, The value of our export to this region 
was over 39 billion forints last year, which represents an annual increase 
of about 14.5 percent under circumstances when, according to the GATT 

data, the import of oil exporting developing countries decreased by about 

3 percent, and the purchase of the other developing countries decreased by 
about 10 percent. 


Export-Import 


Even though our imports during this time period did not increase at a similar 
rate (it increased by an annual average of 6.5 percent), its weight in the 
total Hungarian import still increased since the value of the total Hungarian 
import increased significantly more slowly during these years. 


One of the favorable characteristics of the growth of Hungary's export ws 
that the export of machinery played a definitive role: in this merchandise 
category the average annual growth was about 36 percent. In harmony with 

the needs of the developing countries and the abilities of our industry, we 
first of all provided vehicles for public roads and the railroads as well as 
health-care, educational, food industrial and high voltage equipment. Conform- 
ing to the customs of the market, our enterprises with increasing frequency 
contracted to provide complete facilities. It is an important development 
from our export's viewpoint that some of our products, primarily the rolled 
metal products and our chemical industrial products which have been forced 
off the Western European markets because of protectionist measures, have to a 
significant extent found markets in the developing countries-——-while it is als 
true that due to sharp competition the prices decreased here also. Our 











agricultural and food industrial export increased at a slower than average 
rate in this t ime period. 


At the same time the most important product group of our import consists of 
ag icultural and food industrial products (first of all coffee, cocoa, tropi- 
cal truits and protein feeds), but the increase was due primarily to in- 
creased purchases of raw materials and energy sources. One noteworthy 
phenomenon in our import is that the durable consumer goods represent an 
increasing weight (amounting to 15 percent in 1982), indicating one possible 
way for sharing labor between our country and the developing countries. 


Trade with the developing countries contributed favorably to improving our 
foreign trade balance; each year our export-import balance closed with a 
surplus--and an increasing surplus at that. 


The factor which in the near future will have the largest effect on the 
economic situation of the developing countries is the softening business seen 
for almost 2 years now on the oil market. This was expressed most recently; 
also in the significant decrease in the official oil prices and in the cut- 
back of oil production and export. This radically decreases the amount of 
money that can be spent on investments and consumption in the oil-produc ing 
and exporting countries and the means available for import purposes. And 
while it is true that this effect directly affects slightly more than a 
dozen developing countries, these countries absorbed in 1982 about 35 per- 
cent of the import of this group of countries which consists of over 120 
countries, and roughly 72 percent of Hungary's export to the developing 
countries found markets in these countries (due to geographic proximity and 
traditions and as a consequence of favorable international relations from 
the viewpoint of economic cooperation as well as conscious efforts aimed at 
satisfying the quickly increased solvent demand). 


The economies of the majority of non-wil-producing developing countries are 
experiencing rather critical years. The debts of several countries have 
reached magnitudes where payments on the principal and often even just on 
the interests represent tasks which exceed their capabilities. Therefore 
the expectations are excessive which, parallel with a decrease in oil prices, 
expect improvements of such magnitude in the situation of these countries 
which would regult in significant expansion of their import abilities over 
the short range. 


In summary therefore we mist expect for the next year or two the total import 
demand of the developing countries will presumably continue to decrease-- 
continuing the direction which has already developed in 1982. According to 
past experience, the implementation of certain investment ideas will first 

be delayed or entirely removed from the agenda, and the import of durable 
consumer goods will also be cut back. However, it is not a rare occasion that 
imports necessary to operate the existing production capacities be limited. 
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How to Keep the Markets 


In this situation the exporters pay even more attention than before to make 
sure that payments are certain to be received for the value of their del iver- 
ies and services, but the more significant firms which have been operating 
on the markets of the developing countries (such as the enterprises of the 
development capitalist countries as well as of the socialist countries and 
even the enterprises of the more industrialized developing countries) are 
making determined efforts at least to keep their positions gained in the 
developing countries, and possibly even strengthen them. The clear consequence 
of the decreasing solvent demand, and of the increasing efforts on the part 
of the exporters to remain on the market, is that those who get the contracts 
are competitive even in the more intense economic situation and are even 
better able than before to satisfy the overall demands of the buyers. 


The most important task of the Hungarian enterprises can also be defined by 
firming up the position they earned in the past in economic cooperation with 
the developing countries by negotiating new contracts with realistic condi- 
tions in harmony with their performance capabilities, in demand on the market 
but also acceptable to the Hungarian national economy, and by fulfilling 
these contracts exactly. Beyond fulfilling the general requirements related 
to the better implementation of the foreign trade tasks, what requires 
special attention during the course of this in our relationships with the 
developing countries? 


--It is our general experience that in the developing countries, primarily 
the so-called prestige investments are also cancelled, but they continue to 
pay particular attention to the developments which serve to increase the 
agricultural and industrial production. It is important for our enterprises 
to pay attention to these phenomena and to seek out the areas which show the 
relatively greatest dynamism in their areas of activity. 


--It may happen that the buyers of the developing countries lodge lower de- 
mands with respect to certain requirements—for example, the technological 
level of the products they buy--than do the buyers of the developed capitalist 
countries or of some socialist countries. But our enterprises which 
cooperate with the developing countries must see clearly that they demand 

at least as vigorously as anywhere in the world that the conditions speci- 
fied in the contract (especially with respect to the performance, reliable 
operation and good technical service of the equipment purchased, and the 
specif ications relating to the other quality characteristics included in the 
contract, meeting the deadlines, etc.) be fulfilled. When we call attention 
to this, based on the experience of the unsuccessful undertakings of some 
Hungarian enterprises, we must also emphasize that it causes significant direct 
and indirect damage (which also disadvantageously affects the opportunities 
of other Hungarian enterprises) if our enterprises take on tasks which far 
exceed their realistic preparedness (with respect to technological level, 
delivery deadline or organizing ability). 

















--Experience shows that it is not a rare phenomenon in the practice of our 
enterprises to submit proposals for technologically more demanding solutions 
than what the buyer wants. Thus, of course, they cannot be competitive 

in price. It must not be lost trom sight that most investors in the develop- 
ing countries--generally even in those countries which have significant 

oil income--detinitely wish to implement their viewpoint of econamy, 
particularly at a time of the present, more limited economic opportunities. 
In addition to this, the level of training of the available manpower and 

the level of development of the economic environment also cannot be left 

out of consideration. The enterprise which helps its partner in the developing 
country implement these viewpoints is doing the right thing. 


~Wur enterprises which have been participating for a longer time in coopera- 
tion with the developing countries are already familiar from their own 
experience with the needs of their partners tor complex ccoperation. It is 
also otten a condition tor lasting cooperation that the .vcreign firm 
cooperating with deliveries in the implementation of the investment also 
participates with capital in the undertaking and agrees to purchase a portion 
of the products, etc. 


--In the sharp competition which has developed, it counts for much how well 
the enterprises working in a given developing country know and conform to the 
local legal requirements, the legal practice, the business and social 
customs and in general the local circumstances. [fhe significance of this is 
invaluable when the contracts are negotiated and especially when they are 
being tulfilled, which--unfortunately-—-some of our enterprises have not yet 
recognized. There have been occasions when our enterprises embarked on 
large-vo lume undertakings without thorough study of the conditions in effect 
in the partner countries and without careful evaluation of the special 
requirements, which have more than once caused large material and moral 
losses. The joint service of the Hungarian Chamber of Commerce and of the 
National Development Bank will in the near future furnish special assistance 
to the interested enterprises to guide them in a few of the most important 
aspects of the partner countries. 


Regulation 


Naturally, the success of competitiveness and business activity depends not 
only on the work of the enterprises. The directing organs must also pay great 
attention especially to make sure by means of appr priate internat ional 
agreements (to prevent double taxation, social security agreements, consular 
agreements etc.) as well as by the tools of economic diplomacy that the situa- 
tion of our enterprises should not be more disadvantageous on the market of 
the developing countries than of their competitors. 


On the other hand it must also be achieved that our domestic legal and 
financial regulations and our management practices (to limits that suit our 
national economic interests) provide our enterprises with the necessary 
opportunities and incentives to submit competitive trade proposals, accept 
reasonable risks during the course of their trade work and projects, develop 
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flexible interenterprise cooperation and make those who cooperate in the 
implementation of the contracts interested in accurately performing their 
tasks. 


when examining the longer-range perspectives of economic cooperation between 
our country and the developing countries we must start from the point that 
the international relationships are becoming an ever-increasing factor in 
spite of the many difficulties and differences of the political, economic 
and social growth of the developing countries, the differentiation which 

is taking place among them and the conflicts of interest between individual 
countr fes or groups of countries which often seem insurmountable. 


Lasting Cooperation 


In the longer-range planning of our economic relationships, we must take 

into consideration that viewpoint, which qualitatively differs from the 
present situation: with the rise of their level of economic development 

the developing cvuntr ies will become partners to a decreasing extent in 
simple sales and purchase exchanges, and it will increasingly vecome their 
economic and political desire to develop longer-lasting cooperative 
relationships. We will therefore have to take special care to adjust con- 

x iously the sharing of labor which continuously conforms to the level of 
economic development of our partners. In a number of developing countries, 
several branches of the industry, or at least the leading firms of these 
branches, are even now at such levels of development that on the basis of 
this the Hungarian enterprises can set up advantageous production cooperation 
with them. (Of course, this can also mean that in these branches the 
producers in the developing countries have become very stiff competitors 

of the Hungarian enterprises on the markets of the developed capitalist 
countries and of the developing countries and often even on the markets of the 
socialist countries.) Such situations have developed primarily in several 
sub-branches of the light industry, in metallurgy, the chemical industry, 
mass production of metal products and even some areas of machinery production. 
Cooperation in production at the same time also provides the enterprises with 
opportunity for joint ventures on third markets. 


The results achieved thus far in this area are very modest, even though the 
recognition is not a new one. The economic literature called attention to 
the necessity of action in this direction, and the governmental organs have 
also more than once taken a position in favor of it. In the interest of 
growth at a faster rate, based on the correct recognition there is a need for 
our enterprises to show a greater initiative sbility to exploit the exist ing 
opportunities. But it is also an important condition for this that we take 
into consideration this role of the developing countries when we develop our 
industrial policy, that our enterprises be able to count on it, and that when 
they determine our economic policy and our regulators for the short range, 
the directing organs will give as much consideration as possible to the 

obl igations accepted within the framework of long-range cooperation. 
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HUNGARY 


OFFICIAL ASSESSES ACHIEVEMENTS, PROSPECTS OF TSzS 
Budapest MAGYAR HIRLAP in Hungarian 4 Jun 83 p 5 


[Interview with Istvan Szabo, president of the National Council of 
Producer Cooperatives, by Nandor Keresztenyi: "Situation in the Coopera- 
tives.” Place and date not given ]j 


[Text] As a result of a fortunate mixture of 
diligence, good weather, and other factors, producing 
cooperatives closed a good year, and this year's first 
months are also promising. The bottom-view, i.e., 

the losses, indicate that the cooperatives were the 
ones who defended themselves most successfully against 
the financial restrictions that were prudently called 
curtailment. Even the 12-13 April meeting of the 
MSZMP's Central Committee emphasized the necessity 

for improving agriculture. Nandor Keresztenyi, 

our reporter, asked Istvan Szabo, president of the 
National Council of Producer Cooperatives, about 

the problems and their solutions. 


[Question] The meeting of the National Council of Producer Cooperatives 
assessed last year's economic successes and problems, also looking at the 
possibilities of implementing this year's requirements. Could you elaborate 
on this? 


[Answer] Cooperative farming worked under conditions requiring more output 
and under even stricter economic requirements introduced during the year. 
Most plans of production were implemented. Total revenues increased by 

13 percent, reaching almost 260 billion forints. Basic production was valued 
at 138 billion forints, which is 6 percent higher than in the previous 
year. Enterprise profits were substantial: 21,4 billion forints, an 
increase of 10 percent. It is very promising that an improvement of 

asset efficiency played in more and more areas a significant role in this 
increase. Of course, we have no ground for boasting or self-complacence. 
The cooperatives think that this year's production plans and requirements 
are realistic, and past successes give encouragement to meet then. 

However, financial and marketing plans pose stiff requirements, and there 
is no ground for optimism in a few areas. It must also be stated that the 
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necessary conditions for uninterrupted production, storage, and 
processing do not always exist. Monetary funds for buying and 
replenishing are available on the whole, but the supply of chemicals 

and artificial fertilizers is not dependable. Or: we have a steady 
correspondence with the executives of the Auto and Spare Parts Trade 
Enterprise to make them comply with the orders of 1981-82. In other 
words, we expect a more organized technical supply to keep up the spirit 
of production and responsibility. The agricultural cooperatives, the 
National Council of Producer Cooperatives, and the associations irentify 
with the present economic policy. We must also get used to the strictness 
being increased during the year, otherwise the balance cannot be improved. 
This cannot entail, however, an interruption of the conditions for 
cooperative farming output. 


[Question] You said at a recent presidential meeting of the National 
Council of Producer Cooperatives that the best cooperatives were the ones 
that slowed down in 1982 almost to the point of falling behind and that 
this is not beneficial for society as a whole. To my knowledge, the 
revenues taken away from them were given as special subsidies to disad- 
vantaged cooperatives... 


[Answer] Through a sensible application of the regulations, about 350-400 
weak cooperatives were able to increase their net revenues. On the other 
hand, it is apparent that the best enterprises, which use modern materials, 
machines and parts the most, are the most defenseless against the price 
increase of these products. in other words, a reversed phenomenon 

begins to appear in the best 500-600 cooperatives: the value of production 
increases faster than the net revenues. The fact that this does not 
result in a more serious falling behind is a result, of course, of better 
work, adaptation to the worsening conditions, and preparedness. 


[Question] Thus in analyzing either the revenues or the cooperatives, 
the point is perhaps a kind of coming together, the narrowing of differen- 
tiation that is considered beneficial? 


[Answer] The phenomenon which I can consider worrisome, does not make 
a final conclusion possible. I say to this, fortunately! But it is 
also clear that the differentiation between the cooperatives is much 
greater than that between personal incomes. There are some cooperatives 
where 80-90 percent of the revenues is used for personal incomes, and 
there are others (these are the better ones) where only 40-50 percent 

is used for that purpose, the remainder is used for development. Unfor- 
tunately, wage differentiation based on performance has yet not become 
@ general practice either. We are urging for this at every level! 

The Ministry of Finances started an experiment in 92 cooperatives to try 
out this kind of wage system, and this is good; at the same time, I hope 
that these experiments will lead to the replacement of the often criticized 
average-wage system by something else that is good for the cooperatives 
and is more suitable for the larger goals. Althovgh the incomes of the 
membership as a whole are not lagging behind industrial incomes, we do 

















not agree with the increase in incomes even where the net industrial 
revenues not only do not increase but actually decrease, for such a case, 
which is not unfrequent, is not in line with our economic policy. Not 
even in cases where the given cooperative is willing to pay the higher 
taxes that this entails. 


[Question] Thus you think something is to be done in the internal 
regulations, and in the adaptation to the economic policy... 


[Answer] Absolutely. It is not only our wage management that is 
imperfect. Plant and work organization, the administration of production 
control, and management also have weak points. What am I thinking of? 
For instance, of the lack of courage when there is a possibility for a 
wage increase of, say, 3-4 percent, but the wages of the most deserving 
workers are not increased by 8-10 percent and the wages of inefficient 
workers are not decreased. The practice of equality cannot be continued! 
Even the best cooperatives would have an opportunity for such a break- 
through. With regard to the management, it has become a general practice 
(who knows why), even in cooperatives with a modest production, to elect 
two or three independent vice presidents. Where production is worth 80 
to 150 million forints (this includes 40 percent of the cooperatives), it 
is unnecessary to further complicate the administration, and to make the 
Organization of production bureaucra’‘c, through the appointment of 
various officers and the establishme:: © main departments. The expansion 
of activities, the wide area of economic relations, or the employment of 
a more developed technology are not a justification for increasing the 
number of managers who do not directly take part in production. This is 
a complex problem, greatly effected by outside factors as well; all of 
this may be unintentional, also encouraged by the decree on waging. 

The National Council of Producer Cooperatives will investigate this year 
now much money is used by the cooperatives for management and adminis- 
tration--about 90,000 people work in this area nationally. Is this a 
result of our inner weaknesses and haste or excernal pressure? 





[Question] But if this ratio is compared with other branches of the 
national economy... 


[Answer] We already suspect that we had an advantage over state enter- 
prises or even state farms in that the cooperatives’ management apparatus 
stayed below 10 percent. But now more than 10 percent of the membership 
works in management and administration. This is why I am not afraid to 
say that cooperative management har become cumbersome and even bureau- 
cratic in many places, and this wa. never characteristic of cooperative 
farming. True, I should not be one-sided: the system of state control 
also dictates, perhaps indirectly, much of the administration and thus 
there remains a great demand for reports and statistics. Agricultural 
accounting is enlightening, even just by a short glance: even the layman 
can see that it could be simplified. Even today when cooperatives do 
much more than just tilling and planting. 
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[Question] How do the institutions of interest representation “behave™ 
in the early 1980s? 


[Answer] The megye cooperative associations and the National Council of 
Producer Cooperatives were established in 1967, we are the children of the 
economic maragement reform, inseparable from its concept and organizational 
structure. I think this clearly indicates our position, our role and our 
qualifications. We can use these, we are organically and constantly in 
connection with our state social mechanism. Be the question the affairs 
of common cooperatives or the situation of the membership; we have a 
double task. And, because of the cooperative's characteristics, this 
cannot be separated, it would be useless to make it an ideological question. 
This does not contradict the fact that many cooperatives criticize or 
encourage us, sometimes showing dissatisfaction. I am not angry at all 
for this. I accept it as a thrust. We are involved in every significant 
decision, but it also must be known that this does not put us into a 
position to take over the decision-making possibilities of state management, 
although we can influence it to a significant degree. The capacity of the 
national economy is binding on us, too. We hope to come out of today's 
crisis, not overly weakened but satisfactorily. Of course, this does not 
deter our attention from everyday affairs, this is also an area where 
interest representation could do more: the safeguarding of national 
interests is a wide area! It includes the breaking of delivery contracts, 
debates on quality, the inferior quality of machines to be sold, and so 
forth. It is precisely the general economic situation that makes it 
necessary for us not to become spoiled, blaming the world economy for 
everything. It is difficult to agree with this view, and we do not 

want to! 
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HUNGARY 


ACADEMICIAN KORNAI APPROVES GOVERNMENT INTERVENTION IN CRISES 


Budapest NEPSZABADSAG in Hungarian 26 Apr 83 p 4 


[Interview with Janos Kornai, academician, by Denes Kovacs, on the occasion 
of the awarding of the State Prize: “Concerns of Our Economy and Directions 
for Their Solution”; date and place not specified] 


[Text] The work of academician Janos Kornai, scientific 
department head of the MTA [Hungarian Academy of Sciences] 
Institute of Economics, has been recognized by our government 
with a State Prize. His writings and books arouse much atten- 
tion even beyond our borders, and his thoughts generate 
admiration even when some of his conclusions are debated. We 
talked with him about some of the most timely questions of 


our economy. 


[Question] In you book entitled "Lack," you analyzed on a theoretical level 
the question of why phenomena of shortages continually appear in socialist 
economy. How do you view the Hungarian national economy from this viewpoint? 


[Anewer] From the perspective of two decades one can conclude that in certain 
areas in our country shortages have lessened noticeably. The most important 
from this point of view have been the achievements in food supply. The 
housing shortage is still one of the most serious concerns of our society, 
even though the ground gained by private housing construction has contributed 
to a lessening of tensions. It has been a great result that even at the 
height of the world-wide energy crisis there was no energy shortage. As far 
as expenditures for production are concerned, this period of time is charac- 
terized by exhaustion of the extensive reserve work force and a lack of 
workers that is becoming chronic. Investment tension has been felt thoughout, 
even though its amount varies cyclically. And finally, the deficit phenomena 
in our balance of convertible payments have sharpened, that is, there is a 
shortage of convertible currency. So the picture is not uniform. 


[Question] The foliowing opinion is quite widespread: the main reason is 
that the world economic situation has become less favorable for Hungary. Do 
you agree with this point of view? 


{[Anewer}] In this final form I could not accept it. External circumstances 
have no doubt changed unfavorably from many points of view; the ratio between 
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our exports and imports has deteriorated, and there is less demand for many 

of our products on capitalist markets. Protectionist foreign-trade policies 
of aany cepitalist countries are causing difficulties, and the circumstances 
for foreign trade with socialist countries have also become more difficult. 
And last but not least: we can only obtain foreign credit on much harder 
terms. Still, I believe, the main question has been and remains: how does 
the internal economy of a country react to external shock? This shock put 
every country to the test during the past decade. The Hungarian economy has 
nothing to be ashamed of, in ay judgement, but nothing to boast of either. We 
did not fail this great test, nor did we pass brilliantly. 


Let's go back to 1973, to the moment of the price explosion on world markets. 
Unfortunately, the adjustment of our national economy was delayed long years 
even in the beginning. If we observe the investment and consumption schedules, 
we see that they continued almost without break all the way to 1977-78. 
Forced expansive growth and the hunger for investment on the part of the min 
economic leaders and the enterprises continued unchanged. In these years it 
counted as an achievement that both enterprises and institutions financed by 
the budget as well as households were spared from the burdens of shock. This 
paternalistic guardianship meant that the enterprises were not troubled by 
real economic force: they did not feel that it was necessary to adapt to the 
changed condition. It did not become a matter of life and death for them to 
produce cheaply and well, with modern quality, the goods that the world 
market wanted to buy or that they conserve to an extreme degree money, work 
and investment. 


[Question] But this changed after 1978. 


[Answer] In a certain sense, yes. Strong restrictive regulations were 
imposed. These measures held back growth in investments. Besides this, a 
restraint or rising consumer consumption, stagnation of the standard of 
living, and even a reduced standard of living for certain strata became 
unavoidable. 


But all of this can be assessed in the following way: we succeeded in bringing 
down the dangerous fever. But we did not eliminate the more deeply penetrating 
influences which led the economy to its first bad reactions during the period 
1973-79. Let us not forget that everything that has been dones since 1977-78 
happened because of strong central measures to limit growth. I used just now 
the words “held back" and “restraint” intentionally. If central economic 
policy were not to hold back with all its might the growth of domestic con- 
sumption, it would not slow down by itself. The interests of economic 
organizations and institutions, various supreme authorities, public bodies, and 
not least, enterprises, even today would influence them in the direction of 
attempting in an unbridled manner to obtain investment funds, to import, to 
attract work force to itself, to release purchasing power in the form of wages 
paid, to stockpile inventories, and so forth. In other words: the economic 
mechanism still does not encourage the economic units to voluntarily limit 
their expansive ambitions, to conserve, or to sdapt to buyers’ demands. 


[Question] In what way can the existing economic difficulties be overcome? 








[Answer] Opinions are divided on the identification ot what should be done 
just as they are in analyzing the causes «' (ie problems. Quite a few people 
see the way to a solution in strong intervention by central organs in the 
every-day events of economic life. If there are problems in the balance of 
foreign crade and our ability to pay, the things to be done are obvious: 
import must be limited through appropriate administrative regulations, and 
the use of foreign currency must be watched carefully. At the same time much 
pressure must be placed on the enterprises to export as much as possible. If 
one or another of the more important export undertakings runs into obstacles 
caused by shortages, then it is the duty of the central organs to get involved 
actively and in detail in eliminating the obstacles. 


This style of administrative management, if directed at eliminating 
transitional and exceptional difficulties, can beyond doubt achieve rapid and 
visible results. It strikes out against some stalled transaction; in one 
place import decreases, and in another export increases. But in the final 
result none of the continuing problems have been solved. For example, the 
feeling may be strengthened among the enterprises that they must "turn their 
faces toward the top organs,” and not toward the buyer, the consumer and the 
market. It is true that strict requirements and proiibitions that demand much 
come from above. But reward and punishment come from there also, not from 

the buyer, not from the market. From there come investment credit, import 
licenses, currency for foreign travel; if the enterprise is in trouble, saving 
credit or support comes from there. There is no reason to restrain demand for 
investment tubds, import products, work force, credit, etc. There is every 
reason to require and demand more--and to wait for the top organ to limit 

this seemingly limitless demand. This leads finally to a renewal of shortage 
and tension. 


[Question] We know from the statements of responsible party and state leaders, 
and even from some of their actions, that we regard the management practice 
described above as transitional, and we are striving more and more to implement 
within the framework of socialist planned economy a system of management that 
will make possible independent, responsible decisions on the part of the 
enterprises. In your opinion, which direction should economic management be 
developed toward? 


[Answer] In my opinion as well the independence of those who play a role in 
economic life should be increased. For this it is necessary to transform the 
institutional and organizational system and the socio-economic environment in 
such a way as to stimlate every participant in eco’ omic life to better 
performance. The system of prices must reflect more sensitively and flexibly 
the changes in the market situation. The enterprises must be strongly--one 
could say in a life-or-death manner--interested in being profitable no matter 
what present prices are. An enterprise will do well if it deals well with 

the resources in the hands of central management, not just with necessary 
pricing policies, it will also do well if it increases its exports economically 
(but not without regard to costs) and is thrifty in its imports. Let their 
demand have a firm limit set by their financial situation: their own monetary 
funds and their credit worthiness dependent on their profitability. They should 
save voluntarily, even without state pronibici ns, because of their fear of 








costly tnvestments or disadvantageous foreign-trade dealings. Let competition 
exer« its healthy selective influence. 


Now government leaders are getting headaches whenever the national internal 
and external financial situations are not in order, while at the same time 
almost every enterprise is “profitable” because of the artificial price 
system and the no less artificial system of subsidies and withdrawals. This 
"headache" must be decentralized. Gigantic tasks are falling on the central 
economic leadership in comprehensive planning for the future, in general 
coordination or socio-economic processes, and in defending the interests of 
society in the face of the possible harmful interests of groups and individ- 
uals. It is desireable that a much larger share of the handling of the 
every-day affairs of economic life and surmounting their aifficulties be 
given over to the enterprises and to the market, which conaects them with one 
another and with the population. 
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HUNGARY 


SOME TOUCHY POINTS \ fF PRICE SYSTEM NOTED 
Budapest FIGYELO in Hungarian 26 May 83 p 7 
[Article by Riecke Werner, "Critical Points of the Price Model"]* 


[Text] The improvement of the economic management system makes it necessary 
to assign a more active role to money, and to step out of the situation of 
being “almost monetarized" and into an economy which is indeed monetarized; 
this can be accomplished only through a price system which has no artificial 
limitations and which works as an efficient signal apparatus. This is the 
basic concept of Geza Kozma's debate article published in the 1983/8 issue 
of the FIGYELO. Because of the fact that the price mechanism introduced in 
1980 is creating greater and greater problems, his proposal is especially 
timely, aside from the validity of his general arguments. 


Since its introduction, the competitive price system has been facing two 
difficulties. In some areas, it encouraged a decrease in convertible-account 
exports that were still profitable for the national economy as a whole. This 
problem could be solved only through further decrees which had a detailed 
control over the relationship between the profits and prices of certain direc- 
tions of marketing. Through this, the price system became more complex, 
offering less room for overview and control. The other problem was the adher- 
ence to price limits. In cases where an enterprise's production structure 

for export and that for domestic marketing were significantly different, this 
led to price changes that are difficult to justify economically. It is not 
possible in practice to calculate in enterprise price indexes where the choice 
of products may change entirely several times a year. Because of these problems, 
many thought that the competitive price mechanism can be made more efficient 
by eliminating price limits and by keeping only the iimits ot profitability. 


The new price mechanism may be considered a step forward from the earlier price 
system tased on production cost (although there are some who question even 
that); it has become clear again, however, that a real competitive price system 
cannot be replaced for a longer period by any artificial measure. The compet- 
itive price system is responsible for the fact that, almost at the moment of 
its introduction, it negatively affected the efficiency of a few enterprises’ 
management. However, the number of enterprises in the red has not increased 
significantly compared with pre-1980 figures. This proves that, even in the 
case of the new price system, the usual favoritisms and exemptions dilute the 
normative requirements rather rapidly. 





*A debate article. 
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Not only these more or less significant problems but also the 1982 changes 

in the exchange rate policies make the continuation of the present price system 
questionable. According to the original concepts, a higher exchange rate will 
encourage (force) the enterprises to increase foreign prices and to slow down 
the increase of domestic prices. However, when the forint is devalued, under 
the same circumstances, the increase of domestic prices becomes more rapid. 
This helps to reach and maintain a positive balance in foreign trade but only 
if the competitive sector's relative price advantage can be permanently main- 
tained. In practice, however, the pricing regulations, which are based on pro- 
duction cost and which involve the noncompetitive branches, make it possible 

to transfer (or overcompenstate for) the cost increase, and thus the competitive 
sphere’s profitability, which increases through the devaluation, will end 
sooner or later. This process includes the danger of spiraling exchange rates 
and prices, which can lead to increasing inflation. 


Under such conditions, Geza Kozma's proposal may be an alternative to be con- 
sidered. In the following, I would like to discuss a few problems of the 
proposal's implementation, in agreement with its essential points. 


The Traps of the Differences in Profitability 


A price system without financial bridges and with unlimited movement may create 
anew optimum of distribution. But this would take several years, resulting 

in unusually great differences in profitability for a long time; these differ- 
ences should not be eliminated, for this would further slow down the allocation 
of the new resources. The question is, how long these differences of profit- 
ability are socially acceptable even if they emerge only in enterprise profits. 
Experiences indicate that various forms of subsidies and curtailments, declared 
temporary but becoming permanent, will make their way in a short time. In 
addition, the problem cannot be solved by declaring that micro-interests always 
exist and it is only a question of political willingness not to allow them to 
gain the upperhand. For the “pure” price models can operate only if balance 

is changed to a relatively small extent and if the economy rapidly finds its 
way back to balance. It is very difficult to make a prognosis for an adaptive 
process when there is a great distance between facts and the theoretical 
optimum. 


The 1979-1980 producer's price system, preceding the introduction of the competi- 
tive price mechanism, had done much for the realization of a more realistic 
balance of prices, and it is clearly imperative that at the moment in which a 
freer price system is introduced, the actual prices be close to the expected 
balance prices. Even so, it is to be feared that an organized retreat of 

entire branches would have to be taken care of. Geza Kozma's proposal is 
double-edged in this respect: the national economy would greatly benefit from 

a consistent adherence to it until the end of the long and often painful process 
of adaptation, but a great chaos would result if the first difficulties would 
halt the regulating system as usual. 








Social Agreement 


An extensive change of structure, elicited by prices, can be igplemented only 
with the agreement of the wide public. A social agreement is needed not only 
for the introduction but also for the continued operation of the new price 
model. 


I think that the re-estabiishment of financial bridges, including those that 
serve to maintain unprotitable production, .s unavoidable. Unprofitable 
enterprises are trying to save themselves through certain social influence 
and agitation. Bankruptcy processes are avoided as much as possible even by 
the economic management, tor a proportionate distribution of the financial 
burdens of unprofitable activities among profitable enterprises is a lesser 
problem. Thus the proliferation of subsidies is unlimited. 


Subsidies should be made public in the future. The best way to do this could 
be through the National Assembly which could decide on the awards and control 
of the subsidies. 


The “human factor” would also emerge in the enterprise pricing policies. How 
much time would the enterprises, which are used to mechanical pricing, take 

to learn how to adapt flexibly tothe ever-changing conditions of supply and 
demand? They must learn to differentiate between a general decrease of demand 
(which should entail a lower production) and the case when it is only a given 
product which is not valued by the market as expected. in the latter case, a 
price decease (and, of course, a change in the production structure) should 

be emphasized. 


It is also possible that if the “price regulations would be eliminated by a 
stroke of pen,” many enterprises would perhaps make use of their new rights 

to increase dramatically the prices of their products. If the monetary control 
is working indeed, this could result in a nationwide decrease of production. 

A lot of time is needed, therefore, for the enterprises to learn how to use 
their freedom in pricing. 


The Role of Economic Management 


It is not enough that a few theoretical economists know (or think that they 
know) the laws of the market; all members of the pricing department of all 
enterprises must also know them, not only in theory and from textbooks but 
also in reference to the enterprises’ own supply. ‘45 an experiment, a survey 
could be made: for example, how many enterprises are familiar with the price 
flexibility of the demand for their products? 


The proposed pricing model poses new tasks not only for the enterprises but 
also for the economic management. The stabilization of prices through monetary 
means presupposes a regulation based on the amount of domestic currency, on 

the exchange rate and on the establishment of credit. The conditions for this 
are still partly missing: the present institutional structure of the bank 
system is not yet suitable for an active monetary policy; credits are mostly 
given in advance in the annual national economic plan, greatly limiting the 
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possibilities of short-range regulation. And finally, we are also lacking 
experience. Many documents are made on price changes, and on the buying 

power of enterprises and the population and on our position in international 
payments; but I have never seen a study which would connect these phenomena 
with the changes in the amount of money. However, a more narrow monetary policy 
is needed in the system of free prices, for the budget policy and the tax 

system are really unsuitable for a short-range regulation of demand. 


There are some opinions, according to which the money supply cannot limit price 
increases, for the increasing pace of turnover automatically adjusts the demand 
to the increasing prices. However, this is contradicted by facts: there has 
never been an inflation in the world which did not proportionately increase 

the money supply; on the other hand, the pace of turnover is somewhat limited 
by the institutional characteristics of the monetary system. By the way, the 
pace of monetary turnover has slowed down in the past years in Hungary-- 
simultaneously with price increases. 


I think that we really need a price system which, connected to a permanent and 
improving monetary system, makes the price the yardstick of the quality of 
eccnomic decisions. 
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HUNGARY 


ECONOMISTS COMMENT ON KISS SUGGESTIONS 
Budapest STATISZTIKAI SZEMLE in Hungarian No 5, May 83 pp 533-538 


[Report by Mrs Katona nee Zsofia Kelemen and Dr Gyorgy Szilagyi: “Perfection 
of Hungary's System of Price Statistics”] 


[Text] On 8 December 1982, the Hungarian Academy of Sciences Committee on Sta- 
tistics held a debate on perfecting Hungary's system of price statistics. Dr 
Kalnan Kadas, retired university professor, laureate of the State Prize and 
deputy chairman of the committee, called the meeting to order. Then Dr Albert 
Kiss, vice chairman of the Central Bureau of Statistics and the committee's 
chairman, held the keynote lecture. (An article based on this lecture appears 
in this issue of STATISZTIKAI SZEMLE.) Contributing reports were presented by 
the following: Dr Laszlo Drechsler, deputy director of the National Planning 
Office's Institute of Economic Planning; Dr Jozsef Kupcsik, a docent of Karl 
Marx University of Economic Sciences; Dr Eva Radnoti,. senior staff member of 
the Hungarian Academy of Sciences Institute of Economic Sciences; and Dr Ferenc 
Spilak, deputy chairman of the National Materiel and Price Office. After the 
keynote lecture and contributing reports, there were several contributions to 
the debate. 


Laszlo Drechsler's Contributing Report 


The speaker expressed agreement with the keynote lecture's view that identified 
the integration of price statistics as the most important task. He said: “In- 
deed one of our greatest problems is that the price indices computed in various 
areas do not show sufficient agreement with one another. The establishment or 
increase of harmony is practically a historical necessity. In conjunction with 
this it will be worth while to mention briefly some of the theoretical problems 
and limits of integration. The dividing line between the factor of volume and 
the factor of price is judged differently on the income side and the expenditure 
side of the national economic balance. In measuring output, for example, the 
greater transportation distance is equivalent to a larger production volume, but 
in measuring consumption we do not regard the product shipped from greater dis- 
tance as larger in volume than the same product shipped from a shorter distance. 
Problems of this kind, however, are relatively minor. More important are the 
inconsistencies that stem from the different types of formulas, weights and spe- 
cifications or which we inherited as traditions. These inconsistencies can be 
eliminated or at least reduced considerably. Outstanding in importance among 
these inconsistencies is the absence of harmony between the producer price in- 
dices and the consumer price indices.” 
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As the speaker pointed out, an evergreen topic of the computation of price in- 
dices was taking quality changes into consideration, or more generally the ques- 
tion of how to treat concealed price changes. In such cases the statistician 
was always confronted with a dilemma. On the one hand he felt that the con- 
sealed price change (for example, the disappearance of some product and its re- 
placement by another, qualitatively better but incommensurately more expensive 
product) was nevertheless a price change, and he would like to express it in 

the price index. On the other hand he knew that an objective yardstick for mea- 
Suring concealed price changes did not exist, and the more of these changes he 
wanted to express in the price index, the more he was forced onto subjective 
ground in estimating these changes. 


He continued: “We should hardly condemn ourselves because our price indices re- 
flect only a part of the concealed price increases. To the extent that I have 

an overview of the field, we are by no means behind the average country with ad- 
vanced statistics. Even within professional circles, the questions themselves 
are not sufficiently clarified, and this is why we are unable to suitably explain 
to the public what can and cannot be reflected, for example, in the consumer 
price index.” 


In the speaker's opinion, relatively little has been said about the distinction 
between a general change of the price level (or inflationary price change) and 
the change of the price ratios. This distinction, he pointed out, was very im- 
portant because in certain measurements of volume the inflationary price change 
modified only the measure, whereas a change of the price ratios reflected a real 
increase (or decline) of efficiency. For example, a 10-percent rise of the ex- 
port prices expressed in dollars meant something else when also the dollar prices 
generally rose by 10 percent (in which case the efficiency of export did not 
change, and there occurred merely a price change of an inflationary nature) than 
when the dollar's general purchasing power remained unchanged (in which case the 
efficiency of export rose by 10 percent). Hungarian practice employed this dis- 
tinction in some areas--for example, at the macroeconomic level--when measuring 
the change in the terms of trade, but in other areas it lumped all price changes 
together. This harbored the danger of drawing erroneous conclusions, particu- 
larly in analyses of efficiency and profitability. 


The speaker noted: “I on my part regard as more serious the problems of the in- 
dices for the construction industry and investments than what the lecture indi- 
cates. These price indices do not have such ‘social control’ as the consumer 
price indices have that constantly lie within the circle of public attention. 

At the same time we have here a much greater uncertain area of value change 

about which we are unable to decide unambiguously whether it should be considered 
a volume change or price change. Also contributing to this is the view, highly 
questionable in my opinion, that only the ‘net’ price change should be included 

in the price index, and any cost increase that does not increase the utility 

value (for example, an increase in value due to higher tax rates) should be treat- 
ed as a volume increase. As a result of all this I find it very likely that the 
price indices for the construction industry and investments are distorting signi- 
ficantly downward (and consequently the volume indices are distorting upward). 
Naturally, a more responsible answer to this question still requires more detail- 
ed investigations. But those areas where also direct experience can be gained 
regarding the development of prices (apartment prices, for example)definitely con- 
tirm th.s suspicion. 
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"I regard a8 more complicated than what the keynote lecture implies also the 
problem of price change in the foreign trade price index due to shifts in the 
proportions of suble-denominated nd nonrutle-denotinated trade. From the ab- 
sence of any Significant difference from 1980 to 1481 between the index with 
varying components and the index with constant components it does not yet fol- 
low that this problem is of a negligible order of magnitude also in general. 


“And finally allow me to express some doubt regarding the proposed error estima- 
tions. The problem here stems from the fact that only certain kinds of error 
can be measured (for example, the sampling error), but other types of error (for 
example, the error caused by quality differences) cannot be measured. But if we 
estimate and publish only the measurable error, this could easily induce a ten- 
dency to strive to reduce the measurable error even when the nonmeasurable er- 
ror, and hence also the total error, is growing at a faster rate.” 


Jozsef Kupesik’s Contributing Report 


Statistics encounters prices in two projections. On the one hand it investi- 
gates the level, structure and change of prices as an outstandingly important 
economic category. In this form price is the subject of statistical observa- 
tion. On the other hand statistics uses prices as a measuring tool for various 
economic computations and to construct value aggregates and volume indices. The 
requirement that prices as a measuring tool must meet is that they express ap- 
proximately well the difference between society's costs and utility values. 


The keynote lecture, the speaker said, repeatedly indicated that it regarded 
the national economic accounts as the framework for price information, and on 
the other hand it emphasized the importance of correctly measuring volume 
change. Sut in this aspect the question regarding the kind of prices whose 
changes were to be measured gained prominence. 


"It is a known fact that since 1976 the outputs of the sectors in Hungary are 

ccounted at producer prices, and in the macroeconomic categories (national in- 
come, social product, etc.) the net balance of product taxes and price subsid- 
ies is shown as a separate item. The intention is entirely clear, and one can 
agree with it. However, this decision also has concomitant negative phenomena 
that cannot be d: sregarded in the review of price statistics. 


“a. Even the producer prices cannot ensure the develcpment of value levels and 
price ratios corresponding to the real social costs, because the production value 
is based on the sales price that might vary with the direction and time of sale, 
and this is not offset by the product taxes. Nor can the fact be disregarded 
that the gross production indicators are free of only the product taxes collect- 
ed in the last vertical stage, but they contain the product taxes that are fac- 
tored in with the values of the materials used. 


“b. If we separate the product taxes from the sectors in which these taxes are 
formed, then we make it disficult to demonstrate the mutual interrelations of 
the real processes and financial processes, and to compile suitable data on the 
sectoral structure associated with the macroeconomic categories. 

"“c. The relative weight of the items whose treatment is controversial, of the 
product taxes in the given case, is likewise not indifferent. In the mid 1970's 
they equaled only between 2 and } percent of net national product, but already 
about 15 percent by the beginning of the 1980's. Thus they have become one of 


the most significant ‘sectors.’ 
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"The ideal solution would be to calculate the national economic balances cona- 
pletely on the basis of each of the two price forms. But the question arises 
as to whether this might lead to additional confusion in the supply of informa- 
tion. But I believe that even in the presently employed system of valuation it 
would be possible to improve and expand the information regarding the financial 
items.” 


The speaker added some comments on the Hungarian practice of including in con- 
sumption the value of own produce at consumer prices. He said: “Here again 
the justification is based on serious professional arguments, namely that the 
consumption structures of the principal social strata can be compared under 
identical conditions only in this manner. But I doubt that this consideration 
should be rated as so decisive. Such comparisons fall outside the scope of ob- 
serving the national economic accounts. I see no obstacle to building such a 
correction into the special statistics on the living standard, without this cor- 
rection necessarily appearing in national income. 


“My most important counterargument on this issue is that consumption of own pro- 
duce is in fact not burdened by the value-creating production activities (pack- 
ing, storage, transportation, and commercial circulation) that actually occur 
in the case of market produce.” 


Eva Radnoti’s Contributing Report 


"In my report,” she said, “I would like to discuss consumer price indices, spe- 
cifically as a consumer and as an economist analyzing real income. I concur with 
the keynote lecture'’s statement that the present economic situation is setting 
increased requirements for price statistics. This is especially true in the 
case of the consumer price index, for the following reasons: 


"a. The flexibility of the prices, the more frequent price changes, and the wide 
assortment of products with varying prices not only make the computation of the 
price index more difficult but also generate more interest in how the price in- 
dices are developing. 


"b. The task of maintaining the standard of living places especially great re- 
sponsibility on the person who calculates the price index. When the living stand- 
ard is rising rapidly, errors in the computation of the price index have a greater 
tolerance limit because it is a less serious question whether the living standard 
has risen 10, 12 or 14 percent than when it has declined, is stagnating or has 
increased only slightly. Underestimation of the price increase is particularly 
dangerous in such cases, because the consumer already tends to overestimate the 
price level's rise. Moreover, the measures to be adopted in the interest of pre- 
serving the standard of living likewise depend on strict measurement of the price 
level’s change. 

"“c. If we are striving for greater differentiation of nominal incomes when the 
average level of real incomes is stagnating or rising only very slightly, it is 
very important to know how price changes are modifying the differentiation of 
real incomes in comparison with the differentiation of nominal incomes. Price in- 
dices by strata are available for such analyses, and the further perfection of 
these indicis is an important task. The stratum price index is probably not 
enough to characterize the price change applicable to the individual strata, and 
also other indicators should be used to characterize the price situation of the 
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“trata. In each commodit froup, for exampie, the proportion of the products 
below a certain price lev 1, in relation to the supply of the commodity group. 
In characterizing the stratum rrice level, a greater role must be assigned also 
to the observation of the stratum unit values. &hen real income is staqgnating 
or declining, a faster rise of the untt value than of the price level is mostly 
a negative phenomenon because if sNaicat , entirely or partially, that the more 
abundant and more appealin3 supply of highereprice? products induces persons in 
low-income categories to consumption that is irrational in comparison with their 
fanmnancial situation. In such cases there is reason to suspect that the supply 
of products corresponding to the earlier unit value diminished and therefore the 
consumer was forced to purchase of the more expensive but perhaps not percepti- 


bly better product. Therefore increased attention must be devoted also in price 
statistics to observing the price level of the products consumed by the low- 


incom, +4. acta. 


“The stratum price indices of the Central Bureau of Statistics show very little 
lifterence among the price indices applicable to the various income categories. 
If the dispersion is not wide by strata, it is certainly very significant by in- 


lividuals. in any case it would be useful to indicate, with some estimate based 
on representation, how wide the dispersion can be of the individual price indices 
about the mean. This would significantly reduce personal dissatisfaction with 
the price index, because a person could imagine more easily his place within a 
given bend, and this also could call attention to the fact that the burdens of 
the price rise could be alleviated through a certain modification of the con- 
sumption structure.” 


In conclusion the speaker emphasized that the tasks of computing price indices 
were increasing also with respect to evaluating the qualitative changes. The 
restrictions on import, the substitution of imported materials in domestic pro- 
tuction, the export of products of better quality and the weaker supply of the 
lomestic market were raising more and more frequently the necessity of taking 
quality changes into consideration in the price index, which was perhaps the 
most difficult in the computation of price indices. 


Ferenc Spilak‘’s Contributing Report 


The speaker pointed out that since the development of modern ctatistical methods 
for the observation and analysis of economic and social phenomena, price statis- 
tics has always been an important chapter of economic statistics, and that price 
statistics shifted to the forefront of public attention especially when the al- 
most customary stability of prices was replaced by their dynamic movement. The 
economy was now in such 4 situation. 


"In my contributing report,” he said, “I would Like to dwell on three questions 
in particwlar: (1) harmony between the observation of consumer prices and that 
of producer prices: (2) some problems of consumer price statistics; and (3) 
ertain methodological questions. 


"1. Consumer price statistics and producer price statistics are not entireiy in 

armony. Consequently it is difficult to trace the occurring consumer price 
changes back to their components. The causes of the discrepancies are as fol- 
lows 








“--The circles of products observed in the two price indices differ in their 
composition (if some consumer good such as, say, sweaters is manufactured by 
several enterprises, then in the retail price index each of these prices, or at 
least a substantial proportion of them, is observed; in the industrial price 
index, however, only the price of the enterprise producing the largest volume is 
included, and therefore a price change occurring at the othor manufacturers will 
not be reflected in the producer price index); 


“--The consumer good is an import, in which case the price change appearing in 
the price statistics of retail trade can have no domestic producer backgroun/; 


“--The different circles of products (for example, consumer price statistics ap- 
plies not only to products of industrial origin but observes also other products 
such as produce, feed and fodder, etc. and takes into consideration also what 
the population procures outside retail trade); 


“<-The trade markup; 


“--Time differences whose effect is significant especially when central measures 
produce substantial price changes only in one or the other sphere (for example, 
in the case of energy). 


“Thus the difficulties of the two spheres’ comparability can be traced back in 
part to structural problems. Hence progress should be made on the one hand in 
the sense that the same circle of products should be observed in both production 
and consumption, and possibly by identical methods; on the other hand the repre- 
sentative products observed in production should be taken into consideration in 
consumer price statistics in such a way as to cause the least possible distortion. 
We believe that for the time being the effect of the time differences cannot be 
quantified and at best can be taken into consideration only in valuation. 


"2. Among the specific problems of consumer price statistics I would like to 
call attention to the following: 


"“--Regarding the price change in housing construction and real-estate purchases, 
its observation has not been solved suitably, and its individual elements are 
scattered in the consumer price index. 


“«-Observation of the development of the price of services is especially diffi- 
cult. For example, observation does not extend to private artisans since they 
cannot be compelled to report data. (Although changes in the rates charged by 
private artisans are included in the index indirectly because the rates employed 
are reported quarterly within the specified circle, through the megye organiza- 
tions of KIOSZ [National Organization of Artisans].) Furthermore, it is very dif- 
ficult to select services that accurately reflect the price change of the entire 
area, respectively the activities cannot always be identified properly. 


“--Problems might arise in consumer price statistics from the fact that in the 
case of significant price increases the change of the price level reported dur- 
ing the year could be distorted because it is measured on the basis of the base 
period's weights. The final annual price indices are not affected because they 
are computed also with the current period's weights, and the final consumer price 
index contains also the structural change, in conformity with Fisher's ideal index. 
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“--It would be expedient to present the consumer price index also in a break- 


fown by town and country, because classification according to place of resi- 
fence seems to produce a more significant difference in the case of the vari- 
ous strata than does classification by occupations 

“3. In the other areas of -rix statistics, the tollowing ideas deserve con- 


Sigeration. 


“--Once 3 ye@r a price index should be caiculated for the entire sphere of the 
economy (or at least for the material branches of production). The computa- 
tion of such an index is feasible. Economic management and national economic 
planning (price planning) also are demanding such a price index. At the Na- 
tional Materiel and Price Office we are inferringat present the entire produc- 
tive sphere's price change from the price changes occurring in industry, the 
‘onstruction industry an? agriculture. The more frequent price changes, and 
the measurement and control of higher rates of inflation than previously also 
reguire sach an indicator. 


“--Price indices in a breakdown by intended use (productive consumption, ex- 
port, personal consumption) would be necessary not only in industry but in the 
other branches as well. 


--Lately the analysis of change in inventory value has gained exceptional at- 
tention. An attempt should be made to approximate also statistically to what 
extent is the change caused by prices. 


"=«<-The choice of the system of national economic balances as the framework for 
the integration of price statistics is a commendable one. It should be real- 
ized, however, that price statistics must supply information even in cases that 
fall outside this framework. 


“--I do not regard as reprehensible the attempts to calculate price indices by 
lifferent methods for some area. Compared with data from other sources of in- 
formation, these indices can serve to develop our methods of computation. 


“-<In conclusion I would like to raise one more methodological question. The 
topic of the present debate has been the problems of so-called macroeconomic 
price statistics. This choice has been a sound one. But macroeconomic compu- 
tations are warranted oniy if the processed price data are based on reliable 
price information regarding the macroeconomic sphere. In the course of further 
Sevelopment, therefore, it would be desirable to se. as an objective methodolog- 
ical assistance for this type of work at the enterprises.” 


Summary of the Debate 


The speakers in the debate that followed the keynote lecture and the contribut- 
ing reports were Imre Bakonyi, Peter Friss, Piroska Horvath, Robert Horvath, 
Pal Koves, Otto Lukacs, Mrs Pal Moritz, Mrs Nyiri nee Sarolta Kapitany. and 
Mihaly Zafir. 


The speakers concurred with the idea of reviewing the system of price statistics. 
and with the directions of the proposed review. They welcomed the efforts to in- 
teqrate price statistics, but at the same time they underscored the importance 

‘f those functions of price statistics that do not fit into the integrated sys- 
tem but nonetheless should not be abandoned. 











Most of the presented views and proposals concerned the consumer price indices. 
In this area the absence was pointed out of the kind of social control by the 
interested parties (the trade unions on the one hand, and employers on the 
other) as exists , for example, in the capitalist countries; therefore statis- 
ticians must exercise also this type of control. But also lacking is the type 
of market and competition that asserts an equalizing tendency in the develop- 
ment of prices, which makes observation or proper selection more difficult. 


The question of the consumer price indices’ purpose, and of their areas and 
modes of application, received strong emphasis. Some of the views held that 

the consumer's perception, his expectations regarding the price indices, should 
be expressed in the computation. Others felt that the thoroughness and preci- 
Sion of statistics were determined not by the expectations, but by the statisti- 
cian’'s knowledge and conecience. It is indisputable that in an intensified eco- 
nomic Situation more attention is being devoted to the living standard‘’s indica- 
tors and to the consumer price indices influencing them, but the quality of the 
indices is important not only at such times, and this is not the only occasion 
for establishing the correctness of the computations. 


Several of the contributors to the debate discussed the question of stratum 
price indices, underscored their importance and urged the introduction of com- 
putations for other strata as well. Others expressed the opposing view that 
the wide dispersion by strata characterized the nominal income side and not 
Specifically the price side, and therefore the further refinement of price ob- 
servat‘ons was of little significance. The comment that the standard of living 
could not be measured with price indices was meant as a warning that it was un- 
realistic to strive excessively for precision and refinement. 


Numerous proposals were presented in the debate to develop special areas of the 
Price indices’ application (medical expenses, repair costs, etc.). 


Differing views were expressed regarding the price indices of construction in- 
vestments. Some held that these indices expressed only some of the price changes, 
but not certain cost changes that did not enhance utility value. Others express- 
ed the opinion that the price index of the construction industry measured not 
the price change of structures but of construction performances (for example, of 
one cubic meter of walling), and therefore this price index functioned primari- 
ly as @ deflator. In this sense the producer price and the user price coincide, 
serving also the efforts to integrate price statistics. Control is exercised by 
the customer in the acceptance procedure. In this context the hope was express- 
ed that when the shortage on the investment market subsides, the practice will 

be changed under which, for example, unwarrantedly expensive structures and solu- 
tions are used to drive up prices. The need was raised of computing price in- 
dices for special structures (for example, housing). 


A special area cf computing foreign trade price indices is the so-called foreign- 
exchange price index, which is the concern of the Ministry of Foreign Trade. 

Some methodological problems of this index emerged in the debate, for example, 
the formation of the “foreign-exchange basket” that is the basis of comp tation. 
Since the shares of the individual foreign exchanges in export and import differ, 
a basket differentiated according to export and import can be imagined just as 
readily as a uniform basket. Both solutions have advantages and drawbacks, and 
the choice between them influences also the value of the terms of trade index. 
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View was expr: ed in the debate urging the more intensive investig 
monetary side's price aspects, in addition to the real processes, and plac- 


ng greater emphasis a] n the tasks of price statistics in measuring national 


ne gepate ",4aritieac m tc OF the tneoreticai questior concerning the errors of 
the price indices, respectively of quantifying these errors. The total error 
A price index innot be quantified. <A part of this error stems from sam- 
ling, but the rest does not. Estimation applies only to the sampling error, 
ind even within it merely to the random error, whereas other procedures are ne- 
‘essary ¢t juantity the distortions associated with the index formula or change 
§ quality. When estimatii.g the random error it is necessary to bear in mind 
that both the numerator and the denominator of the index are random probability 
Variables. If a given product group is sufficienty large (consists of 40 to 50 
elements) to expect a normal distribution, then a good estimate of the sampling 
error is possible. 


bert FE : hairman of the committee, established 
that the idea to acquaint the audience attending the debate with the further 
ievelopment of the system of price statistics in its present stage had been a 
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HUNGARY 


OFFICIAL SUGGESTS MODIFICATION OF PRICE STATISTICS SYSTEM 
Budapest STATISZTIKAI SZEMLE in Hungarian No 5, May 83 pp 453-459 


[Article by Dr Albert Kiss, science candidate and vice chairman of the Central 
Bureau of Statistics: “Ideas on Perfecting the System of Price Statistics”] 


[Text] Slightly modified version of the author's introduc- 
tory lecture at the 8 December 1982 debate before the Hun- 
garian Academy of Sciences Committee on Statistics. 


The principles of the present Hungarian system of price statistics developed in 
1968, at the same time as the economic reform and, to a large extent, in its 
Spirit. Since then, of course, several modifications have been made, the meth- 
Ods advanced, observation widened and the circle of computed and published in- 
dicators has become more varied, but the need of a comprehensive review has 
arisen only now, at the beginning of the 1980's. The reason is obvious: the 
large-scale changes that have taken place in the international economy as well 
as in the Hungarian economy have raised new requiremerts for measurement and 
quantification. In particular, introduction of the new price mechanism in 1980 
and the shifting of the price ratios likewise are setting new tasks. Amidst the 
wider, more frequent and larger-scale price movements it has become increasingly 
necessary to broaden the price-statistical observations, to achieve greater con- 
Sistency and, last but not least, to perfect the measurement of economic growth. 


A comprehensive review began in September of 1981. After an assessment of the 
requirements and tasks, it became obvious that some of them could be realized 
within the foreseeable future, practically as a result of the work now in pro- 
gress, while the others we must treat as long-range objectives and work continu- 
ously on their realization. In the following I place emphasis on the immediate 
tasks--some of them have already been fulfilled, while others still await us-- 
but I will of course refer also to more distant ideas. 


I. Integration of Price Statistics 


The primary task of price statistics is to measure price changes by mearis of 
price indices. For the measurement of price changes there is no international- 
ly accepted method that could be regarded as the only correct one, in all its 
details. The different nature of the price systems, the history of price-sta- 
tistical observations within a given country and, last but not least, the differ~- 
ent purposes for which the data are ysed, together with many other factcrs, 

lead to the application of different methods in each country. 
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ict may be used as deflators, i.e., they are made to serve the 


--The price indice an be used to directly measure price development; and even 
within thi a distinction can be made among such areas of application as compari- 


miwath ct! lanned price index, market analysis, etc. 


In pyr nt practice--and not only in domestic practice but in international prac- 


t 93 well--two different kinds of price indices are very rarely computed for 
the Tare henomenon. In Hungary there is a separate price index to measure the 


nhange of the price level, and a separate ne used as a deflator, only in indus- 
trial tatistics. Yur more distant plans, however, include such differentiation 


in the other branches of the economy as well. 


If we set as our objective the integration of the system of price statistics, 


then we must also decide what should be the system framework within which the 
ma f data on price statistics becomes a coherent system. in principle the 


4 
already existing framework of macroeconomic computations could be used for this 

but a separate scheme created for the purpose of price statistics also 
could be imagined. 


After weighing both the advantages and drawbacks, w chose as the framework «he 
national economic product and income accounts (the system of balances). The ad- 
vantage of this choice is that we are able to calculate with more certainty the 
lynamics of national income and of the other macroeconomic indicators, and the 
hanged prices, if the necessary data ave avail- 
able in suitable consistency. The drawback of this choice is that investigation 


national economic balance at unc 


of the price level's real change is relegated somewhat to the background. For 


A 


Such investigation would require the establishment f a system of price statis- 


tics similar to an input-output table, for the price development accompanying 


2 . 2 4 ob 7 a me , 2 
he entire flow of goods and services. Establishment of such a system could 


“ome into cousideration only in a later phase of our work. 











--Are the price indices entering the system in harmony; and if they are not, 
what can be done in the interest of their harmony? 


--what are the areas not presently covered by a price index, and to which ones 
among them and how is it possible (or necessary) to extend price observations 
(which are the so-called white spots in price statistics)? 


Questions of the Relationship Between Price Indices 


To illustrate the first group of questions (harmony), I would like to refer to 
an example tiat arose not in the course of the current review but earlier, and 
has already been solved since. I have in mind the so-called specification of 
the price data. Similarly as in most other countries, also in Hungary there 
generally is so-called closely specified observation in the producer sphere, 
i.e., ’e observe the prices of products accurately defined in terms of their 
parameters, and their physical and other properties. But in the consumer 

sphere, where price observation is based on the price statistics of retail trade, 
we observe the prices of so-called representative items defined by their quality 
characteristics (this procedure, somewhat inaccurately, is usually called loose 
specification). This duality long disturbed the harmony between the two spheres. 
A few years ago, however, in those branches of the producer sphere where product 
renewal is frequent and rapid, and hence closely specified price observation 
cannot be employed or is cumbersome (for example, in the textile and clothing 
industry and the shoe industry), we switched to observing the prices in consump- 
tion. 


This question is fairly simple (primarily because it has already been solved). 
But when changing the weights or the index formula, for example, the requirements 
of the system of national economic balances cannot be regarded as exclusive. 


It is common knowledge that not one index meets all the requirements set for in- 
dices. The professional literature recommends price indices with different 
formulas and weights, for different purposes. 


Theoretically the various recommended indices must satisfy the following require- 
ments: 


--For short-term and medium-term economic analyses and for forecasts, the most 
important requirement is that the weights of the indices be suitably character- 
istic. Therefore a (Laspeyres or Paasche) index with moving (annually changing) 
weights is the most suitable; 


--In computations of the national income and product accounts at constant prices, 
the most important requirements are the so-céelled factor reversal test (proof 
that the value, volume and price indices are in harmony) and additivity. The 
constant-base Paasche price indices are best able to satisfy these two require- 


ments. 


In the practice of our price statistics, the weights used in computing the jf 

ducer prices naturally contain all the transactions to which the indices ap; 

It is common knowledge that the Laspeyres price index that uses the weights of \ 
the base period distorts the more the farther the period under consideration is 

removed from the base period. Earlier the constant plan-seriod weights of our 
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that the method if price statistics may depend also on the purpose 


price index is mputed. Conseguently, the price index applicable 
transaction may differ numerically depending, for example, whether 
ndex was computed to deflate or to observe the development of prices. 
jations recommendations likewise favor index types differentiated ac- 


intended use, primarily with respect to choosing the formula of the 


s*' of Price Statistic: 

lready mentioned, the review uncovered the shortcomings of our system 
S wee = ; - ce ’ : . Lo : 

atisti ; ome of these shortcomings had already existed earlier, 


S$ became shortcomings because the changed economic conditions modi- 
he expectations set for price statistics. One result of the review 
ce-Statistical observations in the producer sphere have been extend- 


reas. 


probably known that since 1981, in computing national income, the 
f activities is more detailed than previously. This has placed greater 
») ON Price Statistics, because price indices are needed for far more 
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previously. 


of further development, we solved the acquisition of price data also 
anches of the national economy in which we did not have price indices 
These areas were the management of water resources, and forestry. In 
ice indices are being calculated to reflect also the sideline activ- 
amount to a considerable volume in every branch of the economy. 


f price indices are needed in domestic trade: one to measure the price 
the turnover, and the other to deflate the markup as the production 


trade. We need not concern ourselves with the first one on this occa- 
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the markup 


it is the more necessary to discuss the second one At current prices, 


te markup i1sS easy to compute; at unchanged prices, however, deflating 


poses an entirely special problem, for here it is necessary to solve 


measurement, bit also the question of interpretation (of “volume change,’ 
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y of price clange). 











The white spots include also services not in the nature of commodities. It will 
be remembered that there are two kinds of services: those that are in the na- 
ture of commodities, and others that are not. Measuring the input and output 

of services that are in the nature of commodities has more or less been solved, 
although so far the identification of quality has not been solved to satisfac- 
tion. But the entire problem of measuring the price change of services that 

are not in the nature of commodities still confronts us. Here performance is 
measured not on the basis of output, i.e., of price, but of input. In order 

to deflate, price changes must be measured also here, but we are still at the 
very beginning of developing a method. 


We regard as one of our important tasks the observation of how the domestic 
Prices of imported products develop. Some progress in this respect has already 
been made. In the construction industry, in the 1981 and 1982 observation of 
the prices of the materials used, imported materials are already a separate 
item. The first price indices are being prepared as of 1982. The method ap- 
pears promising, but it still requires minor refinements, mostly on the input 
Side. We have developed also the methods for observing the prices of imported 
products channeled to retail trade. Preperations are now underway to start 
Similar price observations in industry and agriculture. 


IIT. Further Areas of Development 


The most important features of the practice of price statistics in Hungary can 

be summed up in that it is based on the actual observation of prices and the con- 

tinuous gathering of data, and that the data are acquired by the method of re- 

presentative price observation. An important consideration is the methodologi- 
1l purity of observation, because on the determination of the g and p units 
lepends also the separation of the price and volume components; in other words, 

which factors appear in the volume index, and which ones in the price index. 


Because of the foregoing, proper selection of the representative products is ex- 
ceptionally important. A basic requirement that the representative products 
must meet is that the change of the commodities must reflect the change of the 
elementary units’ price, and that they jointly represent the development of the 
entire aqqregate's price. The number of representative products is influenced 
by the needs of analysis, the requirements set by the price system, and the scat- 
tering characteristic of the price changes. Therefore the price index must re- 
flect with suitable certainty the price level's change not only at the level of 
the commodity divisions, but in greater detail as well. This requires more re- 
presentative products than what would otherwise be necessary to repres2nt merely 
global results. 


Consideration of quality differences and ensuring the continuity of price series 
are causing many problems even in countries with the most advanced statistical 
systems. In Hungary, too, this is one of the most controversial questions of 
price statistics. The United Nations recommendations unanbiguously adopt the 
standpoint that quality differences must be treated as quantity differences 

and not as price differences. At the same time the application of this princi- 
ple raises a host of practical problems. The problem of quality change arises 
primarily in the case of close specification when new product characteristics or 
models appear, either by replacing old ones or intended to supply entirely new 
lemand. In such cases it is necessary to decide whether the new product may be 
regarded as identical with the old one in terms of quality and utility value; 
and if not, does the price change reflect a change of quality or not. 
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At the same time we made a separate study of the present methods of computing 
the price index, seeking the possibilities to further improve and, if necessary, 
to modify the present practice. 


A well-known problem of computing the foreign trade price index is that the at- 
tainment of a sufficient degree of representation necessitates also the inclu- 
sion of products that cannot always be called closely specified item elements. 

In spite of this, the Hungarian foreign trade indices cannot be termed unit 

value indices, because very many specified items are included in the computations 
and their circle has even increased recently. 


The overwhelming majority of the countries use unit value indices to measure the 
changes of the import and export prices. In full knowledge of the internation- 
al practice and of the international organizations’ recommendations, it can be 
Said that the unit value index is so widespread, despite all its known short- 
comings, because: 


--It is cheap (by utilizing the already available detailed trade statistics); 
--It is complete; and 
--It coincides in time with the trade statistics. 


To determine the extent of the error inherent in the application cf the unit 
value index, as of 1983 we are introducing (in cooperation with the Ministry of 
Foreign Trade) experimental observation of the foreign trade prices at an enter- 
prise designated for this purpose. After evaluating the results of the experi- 
ment, we will decide: 


--Whether to continue the computation of the unit value index according to the 
practice of years past, in the reassuring knowledge that the unit value's dis- 
tortion is negligible; 


--Whether computation of the unit value index should be continued, but with 
more modern control pursuant to the methods of the United Nations recommenda- 
tions; 


--Whether the present method's modification is necessary in the area of price 
observation, utilizing the experience gained during the experiment. 


A recurring criticism of the Central Statistical Bureau's foreign trade price 
indices is that the aggregate price index is computed as the weighted average 
of the price indices for the two principal provenances and destinations, and 
therefore this aggregate price index does not reflect the effect of a shift in 
the proportions of certain commodities between ruble-denominated and nonruble- 
denominated trate. As a test, we computed for several years back the repeated- 
ly recommended index with varying components; we found that the difference be- 
tween the two price indices was minimal. 


Construction Industry 


In a departure from the general methods of observation in price statistics, in 
the construction industry the basis of observing price changes is not the final 
result of the construction industry's activity, the commissioned new building or 
completed maintenance work. Due to the special characteristics of this branch, 
90 to 95 percent of the final products are unique; hence only to a very limited 
extent is it possible to find identical finished products in both the base period 
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As I ave indicated in the introduction, the program for the further development 
f price statist: is both a long-term ard a short-term procgrar. The existing 
ystem provides the foundation, and the biective i it perfect ion. Thus the 
ane to be made are not revolutionary ones, nor would statistics be a s1t- 
able area for suc! nhange After all, continuity and traceability are assets 


that must be preserved in any reform. 
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Table 1. Development of Per Capita Food Consumption’s Proportion (Percent) 
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{ogy ear teat 37,1 35,9 32,5 32,6 38,7 4,9 35,1 32,6 


(6), sterartny 
Atlagos évi 
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faqpanstiaben —i3 61,38 —6,23 —1,73 —093 —i,06 


(7) n” vhedroit * 
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Source: Our own computations using the data in [1]. 


Key: 
l. Designation 5. Proportion of purchased consumption 
2. At current prices 6. Average annual decline or increase 
At 1980 prices of proportion of total consumption 
4. Proportion of total consu ption 7. Of proportion of purchased consump- 
tion 


relative price index of foods was of a magnitude (11 percent) that in itself 
would have warranted ajor structural changes within total consumption, already 
because the index of real personal income during this period was only 107.4 per- 
“ent (our own computations from data in [2], page 20). 


Each year from 1976 to 1978, the prices of a few commodity groups of food in- 
creased on the basis of official decisions. The price increases affected prac- 
tically every product group with the exception of flour and baker's ware, and 
the magnitude of the price increases ranged from 10 to 50 percent. There fol- 
lowed the price measure of 23 July 1979 that raised the price level of foods by 
24.8 percent. There were no price increases for food in 1980, and the price in- 
lex reflected the price effects carried over from 1979. 


In the second half of the 1970's the price increases were the highest for the 
following items: meats, 89.1 percent; restaurant meals, 88.7 percent; sugar, 
83.3 percent; fish and canned fish, 60.3 percent; and meat products, 53.3 per- 
cent ([3]), p 7). 


Price increases of this magnitude necessarily affected the level and composition 
of food consumption. In this article we will consider only the effects that 
could be felt already during the five-year period. 


To be able to determine the commodity groups in which changes in consumption de- 

pend the most on price changes, it was first necessary to clarify how the fropor- 
tions of the individual commodity groups developed within consumption at the new 

price ratios of foods, and what role did the price changer play in this. 
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Tabie }. hanges in the Composition of Per Capita Food nsumption (Percent) 
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Key: 
i. ‘ommodity grow 7. Cereals, potatoes, pulses, oil seeds 
2. At current prices 8. Confectionery 
‘1. Percentage points of change ’ Fruit and vegetables 
4. At 1976 price 10. Spices and other 
Meat, milk, eggs ll. “atering industry markup on foods 
\. Pate ic. Foods jointly 


Lard and poultry fat among the fats, and sugar among the foods containing carbo- 
irates, tributed the most toward the fictitious (merely nominal) increase 
in the value of consumption. 


it may be regarded as favorable that the rise in the proportion of food contain- 

ing animal protein was significant also in terms of real valve. But the simul- 

taneous rise in the proportion of fats in terms of real value, while the propor- 

tion of their nominal value declined, must be regarded as an un‘avorable trend. 

Another unfavorable change is that in terms of real value the pruportion of 

fruit and vegetables, and also the proportion of the catering industry's markup 
foods, declined. (See Table 3.) 


indices of Qualitative Composition 


e total food consumption and the quantitative proportions of the principal 

mmodiity groups hardly changed during the investigated period, and the increase 
in valve dve to higher prices was distributed very unevenly among the commodity 
jroups, it may be assumed that prices were able to exert their effect mostly in 
itructural changes within the commodity groups. These processes are illustrated 
by the so-called qualitative indices of Table 4. 
To obtain the indices of qualitative composition, we divided the value indice 
by the quantitative indices and expressed the quotient as an index number. if 
the valve index is higher than the quantitative index, this means that consump- 
tion within the given commodity group has shifted toward the more valuable prod- 
cts; and if the relationship between the two indic: is the opfosite, consump- 
tion within the commodity group has shifted in favor of the products that are 
heaper and presumably of inferior quality. 

















Table 4. Indices of the Qualitative Composition of Food Consumption in 1980 
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Key: 
1. Commodity group 7. Fish 
2. Value of per capita food con- 8. Milk 
sumption at 1976 prices 9. Eggs 
3. Quantity of per capita consump-10. Fats, jointly 
tion, kilograms ll. Flour and rice 
4. Qualitative index (a/b) 12. Potatoes 
5. Annual change of qualitative 13. Sugar 
index, percent 14. Fruit and vegetables 
6. Meat, jointly 15. Listed foods, jointly 


Comment: The table covers only about 65 percent of food consumption because sta- 


tistics are not available on quantitative data for the total value of food con- 
sumption. 


As evident from the data, of the nine commodity groups only two (milk, and eggs) 
have qualitative indices with a plus sign. But since milk is a homogeneous com- 
modity, it may be assumed that the positive qualitative index does not indicate 
an improvement of the composition, rather qualitative changes related to pack- 

aging (more milk was consumed that was packed in cartons). In the case of eggs, 


probably the conversion of the number of eggs into kilograms caused the signifi- 
cant difference. 


With the exception of the two mentioned commodity groups, for all the other com- 
modity groups we obtained indices with a negative sign, an indication that the 
average qualitative composition of the commodity groups of foods worsened. This 


trend is evident also frou the change in the average value per kilogram of the 
consumed foods (see Table 5). 


Thus in 1975-1980 the specific value of the consumed foods declined because with- 
in a given commodity group consumers ate a larger proportion of cheaper foods 
(computed at unchanged prices) than in the preceding period. This phenomenon 
usually is rated as a worsening of the food consumption structure's quality, al- 
though it is not certain that such a rating is always warranted. For the consumer 
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Table 5. Average Value of Food Consumption per Capita and Kilogram (in Forints 
at 1976 Prices) 














Source: Our own computations based on the data in [2]. 


Key: 
1. Commodity group 5. Pats, including butter 
2. Average value per kilogram 6. Carbohydrates (flour, rice, other 
3. Annual rate of increase or milled products, sugar) 
decrease 7. Fruit and vegetables 
4. Animal proteins (meat, fish, 8. Listed commodity groups jointly (cor- 
milk and eggs) responding to Table 4) 


Table 6. Nutritional value of Per Capita Food Consumption 
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Source: [2], pp 86-88. 
Key: 
l. Designation 5. Calories 
2. Actual consumption 6. Kilojoules 
3. Recommended daily dietary al- 7. Carbohydrates, grams 
lowances 8. Fats, grams 
4. Actual consumption in percent 9. Protein, grams 
of daily dietary allowance 10. Of which animal proteins 


Comment: The Research Institute of Domestic Trade prepared a so-called ideal 
dietary model in which we took into consideration the recommended daily dietary 
allowances, the demographic data for the period under investigation, and also 
the breakdown of the population by the amount of physical labor performed. The 
results are summarized in study [4]. 


can adjust to the new prices and price ratios also by striving to buy among the 
relatively cheaper items the ones whose nutritional value is not, or not much, 
lower than that of the items purchased earlier. The foods he buys might not 
taste as good, but nutritionally he is not eating less well, and the substitution 
might even improve the structure of food consumption. 
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Development of Food Consumption in Terms of Nutritional Value 


According to the data in Table 6, the average intake of nutrients not only did 
not worsen during the investigated period but shows a distinct improvement. 

With the exception of the consumption of fats (unfortunately, it increased and 
thereby departed even further from the recommended daily dietary allowance), 

the average intake of all the other nutrients came closer to the norms of sound 
nutrition. This occurred in such a way that the consumption of carbohydrates 
dropped somewhat while the consumption of proteins increased, as a result of 
which the excessive intake of calories declined slightly. Within proteins, espe- 
cially the average consumption of animal proteins rose, nearly reaching the re- 
commended daily dietary allowances. Consumers achieved this development by eat- 
ing more poultry, dairy products and eggs, thus obtaining these nourishing foods 
relatively cheap. 
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Figure 1. Develooment of the per capita daily calorie intake by social strata 
and income groups. (Factor for converting into kilojoules: 4.1866.) 


Key: 
1. Blue-collar worker 6. Low-income 
2. Intellectual 7. Medium-income 
3. Cooperative farmer 8. High-income 
4. Recipient of two incomes 9. “Ideal” model's dietary allowance 


5. Retired 


From the viewpoint of sound nutrition, however, it is a by no means negligible 
problem that during this period the proportion of fruit and vegetable consumption 
(important sources of vitamins and minerals) in relation to total calorie intake 
remained stagnant, and in relation to total protein intake it even declined. This 
phenomenon indicates that at the given supply consumers were unable to obtain 
within their price range substitute items that could entirely replace the nutri- 
tional value of the foods that became more expensive. 


In the course of our research we regrouped, by weighted averaging, into three in- 
come groups (low-income, medium-income and high-income groups) the income cate- 
gories of the five social strata observed in household statistics, and then we in- 
vestigated--among other things--the development of their nutritional level in 
1976-1980. These investigations established that certain problems, which had ex- 
isted also earlier, further intensified. 


95 





























, (1) (2) (3) (4) (5) 
*o ah es Sreiiees tages | Sreetrace pores! | Herds prose —_ p 
A» ‘\ 
= / \ ‘\/ 
~~. J wv 
- . i ow” ~ 4s 
oo} \ lo 
co 7. / ~. _ 
eo) ow Vor / \ AN _ _ 
as | / = ~ “% SN a ~ 
oo ‘ ss SN 
» —." ~*~ 
- i rd , a aa - x 
me, as / , > \ 
300 x 
we 
"| 
re ee ee re ee ee ee ee ee ee 
> a 


(6) (7) (8) (9) 


Figure 2. Development of the per capita daily carbohydrate intake by social 
strata and income groups. [Key as in Fig. 1,] 
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Figure 3. Development of the per capita daily fat intake by social strata and 
income groups. [Key as in = gq, l.] 


In the low-income households the average per capita calorie intake during the in- 
vestigated period was inadequate for sound nutrition, and in 1980 this situation 
worsened even further. (See Fig. 1.) Among the low-income families, particular- 
ly the calorie intake of blue-collar workers is posing problems, because phvsical 
labor requires above-average energy consumption, The same can be said of the 
dual-income and peasant households, although here the gap in relation to the re- 
commended daily dietary allowances is smaller. 


Among the households of retired persons, however, those in the medium- and high- 
income groups consumed too many calories, and this consumption rose even further 


during the investigated period, while the energy consumption of all the other 
Strata declined. 
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Figure 4. Development of the per capita daily animal protein intake by social 
strata and income groups. [Key as in Fig. 1.] 
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Figure 5. Development of the per capita daily protein intake by social strata 


and income groups. [Key as in Fig. 1.] 

The consumption of carbohydrates shows the same problems that we encountered in 
the case of calories: in the low-income groups the consumption, already low in 
comparison with the norm, declined further in 1976-1980, except in the households 
of retired persons where movement in the opposite direction could be observed. 
(See Fig. 2.) 


Consumption of fats is generally to high in comparison with the norm (except in 
the low-income groups), and this situation did not change significantly during 
the investigated period. Probably this is related not only to bad eating habits, 
but also to the fact that fats are the cheapest source of calories, and at the 
same time the average increase in the price of fats was more moderate than the 
average for foods as a whole. The question arises whether it is sound to apply 
such a price policy to foods whose consumption is excessive and therefore injuri- 
ous to health. (See Fig. 3.) 
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Among the cooperative-farmer and dual-income households, those in the medium- 
and high-income groups generally consume more nutrients than the other social 
Strata at the same income level. This is linked to the type of work and way of 
life, to the possibility of consuming one's own produce that is not affected by 
price increases. The differences are significant as a rule in protein consump- 
tion. (See Fig. 4.) 


It is typical of this period that the situation of the low-income households did 
not change significantly in terms of protein consumption, respectively the situ- 
ation in some strata even worsened. But it is interesting that within total pro- 
tein consumption the consumption of animal protein generally did not change or 
even rose slightly, except in blue-collar households where it dropped slightly. 
(See Fig. 5.) 


Thus in sum it can be established that the official price increases in the sec- 
ond half of the 1970's, and the changes in the area of unregulated prices, struc- 
turally affected food consumption in such a way that it shifted toward the rela- 
tively cheaper foods that generally were of inferior quality. However, this 
structural change did not iower the average level of food supply because there 

was no decline in the average intake of nutrients, and the structure of their con- 
sumption even improved somewhat. 


The changes in food prices had also favorable effects, primarily among the mediun- 
and high-income strata, This favorable effect was evident in that the strata re- 
duced to some extent their consumption of those foods with which they were exceed- 
ing the norms of sound nutrition, and thus they improved the composition of their 
food consumption. On the other hand, the price increases had also undesirable con- 
sequences, primarily among the low-income strata, where the already existing gap 
in relation to the norms of sound nutrition was preserved or, in the case of some 
strata, even widened. This latter phenomenon must be watched in particular, be- 
cause if this trend perpetuates itself over a longer period of time, it could 
cause not only economic policy problems but social problems as well. Thus the 
necessary decisions of income, price and supply policy must be adopted and imple- 
mented in due time, so that every stratum may feel the general development attain- 
ed in food consumption, for the supply of an essential demand is involved. 
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HUNGARY 


MANY ENTERPRISES IN FINANCIAL DIFFICULTY 
Budapest HETI VILAGGAZDASAG in Hungarian 7 May 83 pp 32-34 


/Article by Sandor Gilbert: "Financial Losses at the Enterprises: Lack of 
Solidity"/ 


/Text/ The year 1982 turned out to be more difficult for 
the enterprises than the previous years; the number of 
economic units in the red and devoid of solid economic 
basis has grown. Although other enterprises managed to 
escape financial difficulties, their profits have been 
running lower than the national averages over a couple of 
years. Insofar as the situation and the future of this 
latter category of enterprises are concerned, a decision 
is expected this week. 


Rational business management cannot be expected from the enterprises as long as 
they are not sensitive to the changes on the market--the economists emphasized 
over many years, pointing to the system of subventions, preferential treatments 
and exemptions which made any dividing line between well-managed and ill-advised 
enterprises unreliable for any practical purpose. 


However, it now has become clear that although the mentioned advantages did not 
essentially decrease over the last 3 years, the enterprises and cooperatives 
became more sensitive to influences exerted on them by the economic environment. 
According to a study prepared by the Ministry of Finance, the balance sheets 

of the enterprises show that the total value of their production was less in 
1982 than a year earlier, and the difference between profits and losses of all 
domestic production units was two percent less tha. in 1981. At the same time 
differences between the various economic sectors have grown. For example, the 
profits of agriculture surpassed the 1981 results by 5.9 percent and those of 
the building industry by 1.3 percent. On the other hand, the gains of the 
transportation-communication, domestic commerce and the nonproducing sectors 
lagged behind those of 1981 by six or seven percent. 


The production results of one-third of the industrial enterprises decreased by 

25 percent or more (in 1981 only one-sixth of the units showed a similar decline 
in production in comparison with 1980). Profitability declined generally in 

the production sector from 10.6 percent in 1981 to 9.8 percent; within this 

figure the profitability of industry appears to be 8.1 percent. The profitability 
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of 32.3 percent of the industrial enterprises was in 1982 less than half of the 
national average, while in 1981 only 29.7 percent belonged to this category. 
Oniy 17.5 percent of the units worked with a profitability one and a half times 
greater than the national average or even better. 


In contrast with 20 percent in 1981, 40 enterprises in 1982 became deficited, 
their total losses amounting to 5.5 billion forints. This is 14.2 percent more 
than in 1981. (From the 5.5 billion, 2.8 billion were lost by 11 enterprises). 
Of the manufacturing and construction enterprises, 21 closed in 1982 with a 
negative balance, with a total loss of 171 million forints. This loss is also 
larger than that of 1981, and more cooperatives closed with a deficit last year 
than 2 years ago. Eighty-six agricultural and forestry cooperatives have lost 
money in 1982. Their number is less than in 1981 but their total loss of 700 
million forints was seven percent greater. 


From the 40 deficitary enterprises six--among them United Incandescent, Danubian 
Iron Works, Nitrogen Works of Pet, Office Machine and Precision-Mechanics 
Enterprise--had a loss of more than 100 million forints, and seven enterprises, 
i.e., State Construction Enterprise of Heves County, Iron foundry of Salgotarjan, 
Enamel and Bathtub Factory of Kecskemet, State Construction Enterprise No 23, 
Joint Construction Enterprise of Szeghalom and the Sphero EVIG Ltd, had deficits 
both last year and in 1981. 


The enterprises whose investment or profit-share funds closed with a deficit 

at the end of 1982 are in a difficult situation. Shortfalls in the investment 
fund caused problems in 40 enterprises in 1982, i.e., to twice as many as in 

1981. Shortfalls in the investment funds are caused by the enterprises’ inability 
to amortize their debts. Indebtedness is of course an increasingly costly 
problem since the interest rates on the credits have generally increased. For 
example, between 1977 and 1983 interest rates on domestic loans granted by the 
central bank system have grown from 9 percent to 14.5 percent, thereby making 

it ever more difficult to keep the investment fund at a proper level. 


The investment funds of enterprises and cooperatives showed a deficit in 1982 
of 8.3 billion forints, 2.1 billion forints more than a year earlier. The 
bulk of this amount was made up by the deficits of Iron and Metal Works of 
Csepel. 


The Sources of Losses in 1982* 








Kind of Loss Number of 
enterprises 
Loss plus deficit in profit-sharing and investment funds 7 
Loss plus deficit in profit-sharing fund 6 
Loss plus deficit in investment fund 5 
Deficit in profit-sharing and investments funds 5 
Loss 22 
Deficit in profit-sharing fund 19 
Deficit in investment fund 13 





*This chart was prepared on the basis of the balance sheets of the enterprises. 
Figures might eventually change if financial control finds that one or the 
other enterprise management was wrong. 
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A deficit in the profit-sharing fund represents a minor problem. This situation 
arises when the en’ :rprise cannot transfer as much money from its profits to the 
profit-sharing fund as it expended for wages during the vear. It is interesting 
that two-thirds of the enterprises which have a deficit in their profit-sharing 
fund did not raise the level of wages all along 1982, and one-third increased 
them by three percent and a further one-third by three to five percent. 


The profitability of some enterprises, even if they did not have a deficit or 
did not even have a liability in the profit-sharing fund, has been running below 
the national average for years. We call enterprises persistently low-efficiency 
if their profits run below 50 percent of the national average. 


These changes in the profitability of our domestic enterprises, most of which 
were unfavorable, are the results of various, mutually reinforcing factors. 

(The experts interviewed could not say which of the factors had a greater role.) 
One of the factors of the losses is the forced decrease in production because of 
shortfalls in domestic purchases. This was the predicament, for example, of the 
Kecskemet Enamel and Tub Factory and the Tatabanya Clothing Industrial Cooperative 
of Tatabanya. In other enterprises, for example in the Office Machine Technology 
and Precisionmaking Enterprise and the Northern Hungarian Quarry Enterprise 
difficulties in exports caused losses. Other enterprises, like the Danube Iron 
Works and State Construction Enterprise of Nograd Country suffered losses by the 
shortage of raw materials and belated delivery by their business partners. The 
slump in domestic investments caused problems to the construction industry and 
machine industry, the rise in the price of raw and basic materials hit the 
chemical industry in the first place, shortage of manpower and the corresponding 
shortfalls in the harnessing of capacity and an increase in the factor-resource 
expenditures made the situation of the textile industry more difficult. 


In a few enterprises the profitability of their ancillary enterprises declined, 
for example, in the Refreshment Industry of Hajdu-Bihar Megye. Elsewhere materials 
of poor quality, lax work discipline or negligence in marketing activities, for 
example, in case of the Knitwear Factory of Halas, delay in the implementation 

of the plans, thus in the Kecskemet Enamel and Tub Factory caused backlashes. 

In certain enterprises omissions in the production organization and manufacturing 
control brought about difficult situations. In case of the Tempo General 
Association the amount of interest for default, demurrage and economic penalties 
reached unusually high levels. Three new enterprises, i.e. Metritechnik Ltd, 
Econoservice Corporation and Dutex Construction Enterprise and Depositary 
Association started their activities only in 1982 and thus it was not unexpected 
that their outlays surpassed their income. 


The recent modifications in the system of regulators have also diminished profits 
in most enterprises. (A new rule, for example, increased social charges on 
wages.) During the last 3 years energy and raw materials prices have increased 
various times and this affected particularly those economic units such as the 
puglic utility enterprises which doul not increase their prices as a followup. 


According to the budget law of 1983, enterprises and cooperatives in difficult 


financial straits will have to depend much less on government assistance. The 
losing enterprises are required to work out measures to settle their losses 
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and they have to put on paper not only how they intend to make up the shortages 
but also how they intend to prevent further losses (for example, by suspending 
the production of goods on which they are losing money, by introducing new 
products and new activities, by improving tneir enterprise management or possibly 
by raising prices). According to the authors of the study prepared by the 
Ministry of Finance of the 40 unprofitable enterprises, 29 will probably be 

able to overcome their losses by their own means, some of the enterprises will 

be bailed out and a few will probably be discontinued. 


The deficit of the investment fund is categorized by the same study as temporary 
in the case of 18 enterprises, so their respective accounts may be balanced 

from the reserve funds within 1 year. Twelve other enterprises, however, 
indicated that without a rescheduling of their debt they cannot restore their 
balance. 


There are enterprises which intend to make up part of their loss by the sale of 
resources or by assistance obtained from the Central Development Fund. Only 
those enterprises have a real chance of patching up the deficit in their profit- 
sharing fund, which had neither a loss last year nor a deficit in their investment 
fund and thus will be able to transfer more money to the profit-sharing fund. 


Thus far the low-efficiency enterprises were not compelled by any external 
pressure to improve their profitability; low productivity was not punished. 
Another problem is that low profitability influences the income of both workers 
and managers. Yet this, as it might have been made clear enough by the facts 
cited above, did not prove to be an effective incentive. 


The draft decree concerning this problem, which was not yet published at this 
writing, proposes a three-step solution. First, the government wants to make a 
cause and effect relationship between the managers’ financial interest and the 
enterprise's productivity stronger and to put an end to the present situation 

in which low productivity went unpunished indefinitely. This latter could be 
corrected by stopping the practice by which part of the amortization of depre- 
ciation could be placed in the investment fund account and by which in case of 
wrong stockpiling a proportional part of the circulating capital goods may be 
blocked; in other words, the enterprise will be compelled to realize part of its 
stock or fixed capital. If these measures do not lead to prompt results, then 
the control authority of the enterprise can oblige it after a lapse of 1 or 2 
years to issue bonds to take away the blocked resources of the enterprise and 
suppress all financial subsidies. And if after a period of grace the enterprise 
still can not eliminate the sources of losses, then according to the draft 
decree the reorganization or even the winding up of the enterprise can be tackled. 


Index of Concepts 


The profitability of an enterprise is generally determined by its gains in sales 
receipts. 


A deficitary is a Hungarian enterprise in which total sales receipts do not 
cover the total of costs. The sales receipts include in such cases the official 
subsidy, if any; the cost on the other hand is made up by the monies paid for 
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amortization, materials, wages, the social charges of wages plus any other 
expenditures or outlays. In case of loss the enterprise or cooperative has to 
use its own funds for settlement. As a first priority, it may resort to the 
separated and obligatory reserve fund, while a cooperative may apply for support 
to the Mutual Assistance Fund. As a second priority, the price-hazard and hazard 
funds, if any, as well as the export price difference funds enter into account. 
Next to be used are the portion of the investment fund that is still unblocked, 
the technical development fund, and in the case of cooperatives the stock 
subscription snd an officially established percentage of the salary or pension 
of the high-ranking officers. The enterprises which have outstanding loans may 
ask for a rescheduling of their debts and may apply for an extension of the 
deadline and a modification in the sources of amortization. Enterprises may 
apply for a reserve fund advance credit to the Hungarian National Bank. 


A deficit in the investment fund may arise even if an enterprise did not suffer 
any loss if the amount appropriable does not cover the enterprise's liabilities. 
In order to make such a deficit, an enterprise can resort to its separated and 
obligatory reserve fund and a cooperative may apply for support to the Mutual 
Fund or the Mutual Development Fund. If all this is not enough, both enterprises 
and cooperatives may apply for s reserve fund advance credit from the National 
Bank. 





A deficit in the profit-sharing fund may also arise without any loss in the 
balance sheet if an enterprise has to pay so much wage-fund increase taxes that 
these surpass its profits after taxes. If an enterprise has no coverage for 
its profit-sharing fund and for the progressive taxes levied on it, it may 
resort to its separated and obligatory reserve fund and cooperatives to the 
Mutual Assistance Fund, and if all these were not enough, they can apply for a 
reserve fund advance credit to the Hungarian National Bank. 


If the loss and/or deficit in the funds cannot be made up from the reserves, in 
the case of cooperatives because of the pertinent decision of the General 
Assembly or the Assembly of the Delegates, enterprises may turn to the founding 
agency, and cooperatives to the legal control agency for financial reorganization 
with state assistance. 


Subsequently a committee of reorganization is established whose activities are 
directed by an interdepartmental committee made up of representatives of the 
National Material and Price Office, the State Wage and Labor Office, the National 
Planning Office, the State Development Bank, the Hvogarian National Bank and 
probably the National Technical Development Committee. The committee of reor- 
ganization sets up its agenda, which is discussed also by the interdepartmental 
committee, and sets forth the measures the enterprise has to take in order to 
eliminate its loss and defines the extent and modality of the state subsidy 
which appears to be necessary. These committees may extend the deadline of the 
loans that the enterprise has to repay. The defaulting enterprise may receive 
a state loan, a refund from the technical development fund and may be compelled 
to sell part of its assets. 


If for the salvage of an enterprise significant state resources are also needed, 
other high-level state organs may also express their opinion. It may happen 
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that certain production units of the enterprise are made independent or are sold 
to another enterprise which makes better business. The reorganization committee 
may propose the discontinuation of the enterprise, and its decision may be 
implemented by the sale of the enterprise, its merger with another enterprise 

or the sale of all of its assets. The final decision is not made by either the 
reorganization committee or the interdepar.mental committee but by a conference 
of the ministry involved and in exceptional cases by the State Planning Committee. 
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HUNGARY 





NEW, SMALL ENTERPRISE OFF TO GOOD START 
Budapest FIGYELO in Hungarian 26 May 83 pp 1, 7 
{Report by Janos Bokor, "A Good Start") 


{Text} Since 1980, 170 new ministerial enterprises were established through 
the elimination of a few trust companies, the decentralization of large enter- 
prises and the establishment of independent factory units and plants. As a 
result of the reorganization of the Electrical Maintenance Faterprise of the 
Machine Industry and the Industrial !rust for Auto Maintenance at the beginning 
of this year, an additional 122, mostly small, enterprises were established 
under council management. 


The greatest change took place in the food industry. Here 73 new, independent 
enterprises were established through the reorganization of cetcain trust com 
panies and large enterprises. The least amount of change took place in the 
light industry, and there were relatively few changes in the machine industry. 
There was no organizational change at all in the chemical industry and the 
construction industry--except for the elimination of the Highway Construction 
Trust. 





Promising Results 


These data show the changes effected in state enterprises as a result of 
measures taken by the state. They do not show the changes initiated by the 
enterprises or collectives. These changes include affiliate enterprises, 
various enterprise associations, small cooperatives, economic teams and other 
forms. Most of these were established during the past year, and additional 
ones are being constantly established. These, too, have a significant effect 
on the economy's organizational structure of enterprise. An analysis of their 
activity would require a separate study. 


The time elapsed is relatively too short for making a final evaluation of the 
enterprises’ activity; however, certain statements can already be made on the 
basis of the analysis of balance reports. 


The enterprises tried to adjust to the difficult economic conditions, proving 
the justification for reorganization. This is corroborated by the following: 
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Reorganized enterprises were amore successful than their branches. While in 
1982 the amount of total profits of all enterprises did not change from the 
previous year, those of the reorganized enterprises increased by 8 percent. 
Resource-related profits, by the same comparison decreased by 0.6 percent for 
all enterprises, but increased by 0.2 percent for the reorganized enterprises. 
Convertible exports (excluding the food industrial enterprises) increased by 

7 percent in the average and by 11 percent in the reorganized enterprises. 


These results were achieved through the improvement of the production structure, 
the discovery of new markets, the introduction of new products and the decrease 
of overhead costs. The economic activity of the reorganized enterprises was 
positive, most of them being able to show profits 1 or 2 years after they 

were reorganized 


Most of the reorganizations took place in 1980-81. The changes aimed at the 
organizational structure which had slowed down in 1982. It is true, however, 
that the most “obvious” changes were effected already in the previous period. 
In spite of this, my opinion is that the economy still has several areas where 
such studies must be continued and appropriate measures must be taken. 


Enterprise Opposition 


Industry, especially light industry and the machine industry, still has many 
enterprises the factories of which have little technical and technological 
connections and limited cooperation because they manufacture finished products 
sold on the market. In their case, belonging to a single enterprise is only 

a question of legality and sanagement in which the production units are hindered 
in their effort to adjust to the market. 


The construction industry's enterprise structure of organization was developed 
decades age, following the demand for investment and construction as well as 

the methods of management of that time. In the meantime, however, the demands 
for the construction industry have changed. The demand for large investment 
projects decreased, and that for smaller projects and for repair ana maintenance 
increased. A more flexible way of meeting these demands necessitates an improve- 
ment of the construction industry's structure of organization. The structure 

of domestic and foreign trade must also be studied, and the direction of 
organizational development must be determined. 


What is the reason for the recent slowdown of the above process? Of several 
obvious--and less obvious--factors, a few are worth mentioning. 


The executives of the enterprises involved, of course, almost unanimously 
oppose the changing or decentralizing of their organizations. Enterprise 
executives are trying to get the support of the various social and state 
organizations. This effort is often in line with the views of certain officials 
of the supervisory organs. The fact that the necessary analyses and proposals 
for development are made under the supervision of the affected enterprises is 
almost a guarantee for the conservation of the organizations. (In my opinion, 
an independent organization should make the necessary studies and analyses and 
work out the proposal for the organizational change.) 
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The opponents of reorganization often come up with the argument that economic 
benefits and results originating from organizational changes are difficult to 
show by concrete figures. Although this is true, it cannot eliminate the 
reorganizations. For on the basis of the realistically expected tendencies, 
the effects of the changes can in most cases be safely determined. 


In many cases, not even the executives of newly independent factories are 
enthusiastic about such changes. For independence entails more responsibility 
and hitherto unknown risks. (They must make decisions now in areas previously 
handled by the enterprise headquarters, etc.) 


From Below--Almost Never 


The 1981 amendment of enterprise law gave the affiliate organizations and the 
managers of enterprise units the so-called “right of initiative": they can 
make recommendations for a change in the enterprise structure. Up to now, 
however, few such initiatives were taken. Only the Ministry of Industry knows 
about such recommendations from below. Even most of these come not from mana- 
gers of enterprise units but from the various regional social organizations. 
The reason for this may be that factory executives are reluctant to oppose the 
enterprise management. A social-democratic atmosphere, and guarantees against 
reprisals against those taking an initiative, are still lacking. 


Not even the related ministries and national organizations took initiatives for 
changing enterprise organizations, although they could make recommendations 

for changes in the course of evaluating the economic condition of individual 
enterprises and market supervision. 


In the course of the debates the question of the optimum size of an enterprise 
was also brought up. Obviously, there is no general answer to that. The 

main criterion must be to optimize the capacity for making profit. All other 

circumstances and factors must be governed by this. What can indeed be worked 
out in this regard is the logic, and concept system, of optimization. 


The internal enterprise mechanism is also included in the development of the 
order of enterprise organization. Many enterprises are trying to improve 
their mechanism precisely to avoid a larger-scale and more sensitive change 

in the organization, although "the voice of our time” wants a decentralization 
of the fields of enterprise authority and interest. The results up to now 

are not very promising. It seems that legally declared enterprise independence 
and autonomy are severely limited in practice throujn various channels. The 
direct and operative dependence on external organs is so extensive that it 
hinders a desirable development of the enterprise's internal organization. 
Still, under the given circumstances, there are many unexploited possibilities 
for the enterprises. A great amount of internal resources can still be dis- 
covered through the establishment of affiliate enterprises and the effective 
work of the management councils. 
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HUNGARY 


ACHIEVEMENTS OF LARGEST MACHINE INDUSTRY ENTERPRISE EVALUATED 
Budapest MUSZAKI ELET in Hungarian 28 Apr 83 p 3 


{Article by Gyorgy Pongracz: “The Ganz and the MAVAG Must Become One Also in 
Spirit”) 


(Text] The Ganz-MAVAG [Hungarian State Iron, Steel and Machine Factories] Loco- 
motive, Railroad Car and Machine Factory is one of the largest machine industry 
enterprises in Hungary. On 22 April, it was visited by a MTESZ [Federation of 
Technical and Natural Science Associations] delegation that comprised the fol- 
lowing: Jeno Fock, a member of the MSZMP Central Committee and chairman of 
MTESZ; Dr Janos Toth, MTESZ general secretary and a member of the National As- 
sembly; Dr Janos Fuzessy, MTESZ deputy general secretary; Dr Istvan Kovacs, 
deputy chairman of GTE [Scientific Association for Machine Building]; Laszlo 
Matay, acting first secretary of GTE; and Laszlo Deak, acting secretary of the 
MTESZ Budapest organization's executive committee. For the whole-day program 
the MTESZ delegation was received by: Dr Andras Dunajszki, director general of 
Ganz-MAVAG; Istvan Kiricsi, secretary of the enterprise's party committee; 
Istvan Pinter, organizing secretary; Mihaly Forgacs, secretary of the enter- 
prise's trade-union committee; Tamas Dalmady, secretary of the enterprise's KISZ 
committee; Jozsef Torok, technical director; Endre Ladanyi, investment direc- 
tor; and Gabor Suba, secretary of the GTE organization at Ganz-MAVAG. 


Dr Andras Dunajszki, director general of the enterprise, held a briefing on the 
present activity, results, problems and plans of this distinguished enterprise. 
As he told his audience, the large-scale change of the product mix and the huge 
technological reconstruction that will last until 1985 began in 1976-1977. Na- 
turally, participation in the CEMA program, fulfillment of the intergovernmental 
obligations, expansion of export to capitalist countries, and participation in 
the implementation of the preferential state programs are playing an eminent 
role. Examples of these preferential state programs are participation in the 
Eocene program with the production of submersible pumps; production of machinery 
that will aid the development of coal mining; and effective aid of the energy 
program by building power-generating machinery and equipment for nuclear power 
plants. 


The director general said that railroad rolling stock was now being produced al- 
most entirely for export to capitalist countries, and that the enterprise would 
be able to sell far more than what its present capacity permitted. Development 
of the production of elevators has been completed. The enterprise is able to 
supply the domestic demand of the housing factories, and the import of hotel ele- 
vators has finally been replaced completely. 
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Another objective was the strengthening of the metallurgical base. To this end 
about one billion forints has been invested so far in the Soroksar Foundry. As 

a part of the castings program, the domestic machine industry's supply with spher- 
Oidal graphite castings will soon be solved. Other achievements of which the en- 
terprise is able to boast include: chemical bonding of the forms to obtain cast 
iron of close dimensional tolerance and with a good surface finish; the Ni Re- 
Sist corrosion-resistant castings; Cx5 Cr 13/4 steel castings for hydraulic ma- 
chines; distortion-free surface cleaningwith granular corundum; development 

of a corrosion-resistant material for the chassis and body of railroad cars, 

and of the welding of this material; and the welding of stainless steels with a 
gas mixture. 


However, the director general spoke of these achievements with moderation, and 

he even included the daily problems in his comments. For example, their program 
to phase out products is not proceeding at the planned rate; in machine building 
there will be a temporary decline in the production volume of load manipulators; 
the production of gas engines is lagging; and in the production of railroad roll- 
ing stock, the foreign business cycle “has helped us." 


As basic principles of the enterprise's reconstruction the director general men- 
tioned the development of a stock of machinery that would provide the technologi- 
cal conditions for converting the product mix created by single-item and small- 
Series production, and the development of buildings and infrastructures that would 
provide the environmental conditions for.safe and civilized work and for smooth 
operation. In the course of reconstruction, high-capacity NC and CNC machines 
have been installed, and computer services have been developed to support plan- 
ning and design, control, and production scheduling. However, the problems 
caused by repeated cutbacks in infrastructural reconstruction still persist. 


Installations for nuclear power plants are very profitable products for the en- 
terprise, and motor trains represent about 100 million dollars’ worth of export 
to Tunisia alone. In the production of steel structures, as a result of exten- 
sive culling from the product mix, only 18 percent of the products are more than 
5 years old, as compared with 50 percent in 1975. In the interest of further 
development, the enterprise is planning to develop its provincial factory units, 
in Zalaegerszeg, Kiskunhalas and Matranovak . An indication of the entire en- 
terprise’s transformation and growing muscle is that even this year it has been 
able to invest about one billion forints. 


To characterize their specific situation, the director general mentioned that 
while their products were unalterably in demand on the export market, numerous 
domestic problems were hampering more profitable operation. The lead time on 
export orders has been shortened extremely in recent years; for example, the 
enterprise is required to deliver a train for export within a year. Such require- 
ments are the reason why the rhythmicity of production varies considerably. At 
the same time the domestic supplier industries are very poor partners, and the en- 
terprise is encountering serious problems also in the supply of basic materials. 
Coordination of the factory units' operation is not yet satisfactory, and the 
quality of production scheduling likewise leaves much to be desired. The capac- 
ities are more limited, and the work force is declining faster than had been 
planned. A better incentive system within the enterprise must be developed, and 
profitability and the quality of production management must be improved further. 
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After this briefing by the director general, the guests were shown a film to 
acquaint them with the history of the enterprise's two predecessors, the Ganz 
Railroad Car and Machine Factory and the MAVAG Locomotive and Machine Factory, 
which were merged as of 1 January 1959 to form the Ganz-MAVAG Locomotive and 
Machine Factory. They learned that nearly 150 years ago, in 1844, a foundryman 
of Swiss origin named Abraham Ganz established in Buda a foundry employing 
seven workers, the ancestor of the Ganz factory. That such geniuses created 
Ganz as Andras Mechwart, Miksa Deri, Otto Blathy, Karoly Zipernovszky, Kalman 
Kando, Donat Banki, Janos Csonka, Gyorgy Jendrassik and Zsigmond Kordina. That 
the other famous predecessor, the MAVAG Locomotive and Machine Factory, was 
founded in 1868 in Pest by A. E. Gillain, a Brno machinery manufacturer of Bel- 
gian origin, as the Hungarian-Belgian Machine Factory and Shipyard. By the last 
quarter of the 19th century it already had such internationally recognized ac- 
complishments as what is now known as the Liberty Bridge. In 1902 the Erzsebet 
Bridge was completed. At that time this bridge was Europe's suspension bridge 
with the longest span. 


In the afternoon the guests again visited the museum to see the memorabilia of 
the enterprise's history, after which the Ganz-MAVAG technical club was official- 
ly dedicated. Dr Andras Dunajszki welcomed the guests, and among them Jeno Fock 
with special respect and affection, not only as MTESZ chairman but in several of 
his other capacities as well: as the deputy minister who long oversaw the fac- 
tory's operation, as the premier who approved the enterprise's reconstruction, 
and as the young man who had been a worker in the factory for years, in the same 
way as his father before him. 


The opening lecture by Jozsef Torok, the technical director, was entitled: "The 
Technical Intelligentsia at the Ganz-MAVAG" (which we will publish in the next 
issue of our paper). 


The next speaker was Jeno Fock. He said that when te last visited the factory 
seven years ago, it had been in a far more difficult situation than at present. 
Now he was gratified to hear of the accomplishments, for he was always pleased 
to return here. Since nostalgia was fashionable anyway, he admitted that every 
corner of this huge factory held many memories for him. His father had worked 
here from 1923 on. He used to bring his father lunch and to admire the work- 
ers' gigantic effort. At the age of 14 he won a Budapest, and subsequently 

a national contest with the composition he wrote under the influence of his 
father and of the factory. The title of the composition was: "I Too Want to 
Become a Steelworker.” At first his wish was not fulfilled and he was not hired 
because papa was organizing a strike just then. Finally around 1940 he joined 
the ranks of the factory's workers. 


Having revived these unforgettable memories, Jeno Fock spoke of the factory's 
situation, of the technical intelligentsia's present circumstances. He said: 
"We delayed technical development too long, and now our lag is considerable. 
During the visit, somebody read from a yellowed newspaper passages from my 1947 
speech at the university, in which I found it intolerable that technical intel- 
lectuals were made to feel as second-class citizens in our country. Since then 
we have made considerable progress in this respect, but our reserves are still 
huge. In the matter of social recognition, METESZ has gained much in prestige 
during the past three years. The party and state leaderships regularly consult 
METESZ, and we adopt standpoints on national decisions that are being prepared.” 
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But he emphasized that this did not yet mean that everything was in order in 
the matter of technical development and concerning the social recognition of 
the technical intelligentsia. He presented data to illustrate this: From 1975 
to 1980, the incomes of blue-collar workers increased by 85 percent, while the 
incomes of engineers and technicians rose only 55 percent. During this period 
the price level also rose by 55 percent, thus the living standard of engineers 
and technicians remained unchanged. 


He continued: “There still are huge reserves. It is likewise not good if we 
wait too long with the new solutions. It is more economical to purchase new 
technology. But we must also appreciate more the engineer who is able to adapt 
the purchased license to our domestic conditions. It is of fundamental import- 
ance also at the enterprise that the management and workers boast jointly of 
their good results, but they must also assume joint responsibility for the mis- 
takes and strive to correct them. 


"This is how we are working within MTESZ, and I can highly recommend it. I am 
a founding member of GTE. With closer cooperation, its membership at the Ganz- 
MAVAG could even double if the GTE were working and organizing at the univer- 
Sities in the same way as, for example, our other large association, that of 
the agricultural specialists.” 


War had to be declared on the egalitarian viewpoint, the aftermaths of which 
could still be encountered. An across-the-board salary increase was not pos- 
sible, but the engineers and technicians who truly produced results and did 
outstanding work had to be appreciated better, morally as well as financially. 


At the end of his speech Jeno Fock emphasized that the visit made a very good 
impression on him. He believed it was very important for the two factories to 
become one also in spirit. The unified collective of Ganz-MAVAG must think to- 
gether and act together in order to proceed toward better results. The dedica- 
tion of the new technical club was an important milestone along this road. Here 
it would be possible to exchange ideas under civilized conditions, to develop 
new projects that would enhance the world reputation of Ganz-MAVAG. 
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HUNGARY 


ROLE OF GANZ-MAVAG AS PRIME CONTRACTOR NOTED 
Budapest MUSZAKI ELET in Hungarian 28 Apr 83 p 8 
[Article by Laszlo Gergely: “What Does the Prime Contractor Undertake to Do?"] 


[Text] At the December 1982 conference of prime contrac- 
tors it was noted that Ganz-MAVAG pumps could be sold for 
30 to 40 percent more as parts of hydraulic engineering 
projects (cf MUSZAKI ELET, 20 Jan 83). The large enter- 
prise, which has been authorized to export directly, has 
a Machinery Marketing Department and a Contracting Bureau 
to initiate, organize and direct such large-scale deals. 
In order to function as prime contractors, however, they 
must undertake something else as well: to induce their 
immediate and broader environment to change pace. 


Two young engineers. One is chief of the Machinery Marketing Department. The 
other heads the engineering bureau for hydraulic engines. We are discussing 
with them their environment, the domestic and external conditions, this specific 
form of marketing, and how all this fits in a traditionally “aligned” factory. 





Department chief Attila Kovacs, an engineer and economist, says: “Actually sim- 
ple calculations demonstrate why Ganz-MAVAG has decided to do prime contracting. 
Available data show how many pumps we can produce and sell. If we want to export 
more than this, we need something else as well: outside products and fruits of 
intellectual effort that result in the operation of more complete installations. 
In other words, the proceeds from sales can be increased by marketing pump sta- 
tions, complete hydraulic engineering projects and services." 


The business interest is obvious and is supported by something else: Ganz-MAVAG's 
fortunate product mix. The demand is growing worldwide for power-generating, 
water-management, farming, public-utility and rail-transport systems. And the 
Budapest factory has products for each of these branches. 


Incidentally, Ganz-MAVAG has been handling already since the 1930's export transac- 
tions that today are known as prime contracting. In recent decades the enterprise 
has been performing such tasks for domestic customers. And the current large- 
scale export prime contracting is a recent initiative. The first truly big for- 
eign deal, with the participation of several enterprises, was in Peru. To place 
the water turbines in operation it had been necessary to build a transmission 

line and a power substation, together with the necessary roads and buildings, 
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including housing for the operating personnel. Such export is in tke interest 
of the entire enterprise, but the factory units still prefer t— produce for 

less flexible markets, and tlie domestic market in particular. Perhaps they have 
not adopted as yet the rhythm that export requires. 


The factory background nevertheless provides a certain kind of security for 
Ganz-MAVAG's prime contractors. Naturally, this large enterprise cannot plan 
to be entirely self-sufficient, and this is what causes the most problems for 


the prime contractors. And yet this type of marketing could play a decisive 
role in enabling the national economy to sell also goods that separately would 
not be exportable. 


Attila Kovacs continues: “So many things can be ordered and purchased in Hun- 
gary, we have been saying lately. The spare capacities in the construction in- 
dustry and in the management of water resources are hungry for business, and 
yet we find that, for some reason or other, they are reluctant to move up to the 
level of foreign trade. And if this is the case, it is impossible to work in 
harmony with them.” 


Neither the foreign-trade enterprises nor the industrial enterprises authorized 
to conduct foreign trade directly can be expected to make instead of others the 
numerous important decisions that must be made daily, nor to accept the responsi- 
bility for these decisions. The business partner must trade, make decisions and 
assume risks commensurately with the participation and business interest. 


Although Ganz-MAVAG has been known to ask competitive bids from as many as three 
enterprises; and the one that submitted the best technological solution and 
pricing got the business. But it has also happened that the enterprise was work- 
ing with a business partner up to the conclusion of the contract, and in the last 
minute the partner raised his prices. Therefore the factory sought another part- 
ner and is now exporting his products. 


Zoltan Fitos, the head of the engineering bureau, explains: “In this business 
there is a concept known as the time limit for negotiation. It means that when 
we submit a tender, we include in our prices the bids of the subcontractors. The 
amounts that the subcontractors want for their products, specifying how long they 
will hold their prices. If this time limit expires and there is no contract, ne- 
gotiations on prices must start anew. Very often the subcontractors' new prices 
are higher not by the four or five percent that would be realistic, but by as 
much as 10 or even 20 percent.” 








The participating outside supplier or subcontractor enterprises’ interest and 
behavior, and their lack of entrepreneurial skill are what continue to cause much 
frustration. The question of who is entitled to the foreign exchange weighs 
heavily against the interests. The new, fashionable export performance state- 
ment has not yet gained full acceptance, because the decree implementing it is 
still lacking. 


Attila Kovacs claims: “When we are preparing to bid and ask our domestic part- 
ners to participate, they respond on the basis of their momentary capacity load- 
ing and decline to participate. Yet it is common knowledge that considerable time 
must elapse before an export contract is signed, and before that can happen it is 
also necessary to win the competitive bidding. Within a year, the capacity situ- 
ation at our subcontractors might change several times. Why are they refusing 

to accept even this small risk? When the order books of most factories are thin, 
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and the country must export as much as possible? In such instances not only 
will less of their products be sold, but even the prime contracting could fail. 
Loss of the combined proceeds from the sale of Ganz-MAVAG equipment, intellectu- 
al products and services is several times the value of the products of the part- 
ner who is striving for excessive security and the elimination of all risk.” 


The department chief has cause for concern. And it is perhaps no exaggeration to 
Say that the attitude which gives preference to an enterprise's ill-conceived 
security, over the greater common good, is conduct that violates the interests 
of the national economy. But is it still enough even today to evaluate an en- 
terprise and management merely on the basis of whether the plan's targets have 
been fulfilled and the financial regulations observed? Would it not be worth a 
candle for the people‘s controllers to at least leaf through the correspondence 
file and read the rejecting answers? Is the shortage of capacity borne out also 
in the long run by the plan and the order book? Is not the real report card on 
the lack of entrepreneurial skill and interest, on a backward approach, to be 
found specifically in these data? 


Much has been said lately about the widening technological gap between the in- 
dustries of more advanced countries and ovr own industry. According to the ir- 
regular but meaningful opinion of one of our leading economic policymakers, “If 
we do not remedy the financial and professional hopelessness of the techincal 

intelligentsia, this gap will widen further.” Would the layman be mistaken to 

Suggest that designers, engineers and technical middle managers could find spe- 
cifically in prime contracting prospects of at least professional advancement 

and fulfillment of their creative urge? What does the experience at Ganz-MAVAG 
indicate? 


Zoltan Fitos has this to say: "We are selling intellectual effort together with 
the equipment. However, the staff of technical intellectuals is very small at 
our factory as well. One reason for setting up the engineering bureau was the 
shortage of designing capacity. Our tasks include the organization and coordina- 
tion of both internal and outside work, and providing expert knowhow for it.” 


Attila Kovacs adds: “In our field there really is an opportunity to create, to 
produce something new, to do meaningful engineering work. Specifically this is 
one of the essential elements of prime contracting. We recently bid on a tender 
for the Middle East that included seven huge pumps, turbines, locks, hydraulic 
engineering steel structures, and special freight elevators. Such ‘merchandise’ 
is the result of the joint efforts and cooperation of the three Ganz factories 
and as many outside enterprises, especially of VIZITERV [Water Resources Plan- 
ning Office] that prepared the technical proposal. To plan and coordinate all 
this and to shape it into a complete project is a monumental engineering product. 
This is what the future holds. We may rely on such tasks far more than on orders 
for products produced in series.” 


The technical intelligentisa's role in foreign trade is increasing more and more. 
The best businessmen tend to be the ones who have engineering diplomas. The cus- 
tomers accept them as partners, with their professional knowledge. The factory's 
engineers and production managers assigned to foreign trade have an advantage al- 
so in that they are completely up to date on what the shops are doing, and how 

much more they could handle. For once the contracts have been concluded and pro- 
duction starts, these engineers and production managers are able to participate 
day by day in the complete process: in designing, procurement of materials and 
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coordinating the plants, and also in the measurements ind quality control. And 
although domestic public opinion does not tully appreciate this as yet, the for- 
eign market provides ample comrensation for this lack of appreciation. There 

the foreign trader’ tivect .nvolvement in production as an engineer is regard- 


ed by the customer as a guaranty of the products and services. 


Here the engineers in prime contracting do not wear white coats, and they look 
Slightly differently at the invitations fencer that the World Bank now sends 
also us. They probably see in their mind the picture of the task, together with 


the factory's adaptability. They are able to decide, argue and act with greater 
certainty. 


Attila Kovacs reasons: “We are able to participate in investment projects from 
which up to now we have been barred. But our responsibility, too, is much 
Greater. Participation in the World Bank's invitations to tender attracts wide 


publicity. If we bid irresponsibly and do not place well in the competition, 

we have far more to lose than up to now. After two or three unsubstantiated 
bids, neither the World Bank nor other forums will take us seriously. But if we 
are able to place favorably on eight or ten tenders, that is a good recommenda- 
tion because of the wide publicity, enhancing our prestige, credibility, position 
and goodwill.” 


These are engineers with an entrepreneurial spirit and business mentality. Con- 
tractors for the greater common good. But occasionally they still encounter op- 
position and a lack of understanding. Are they ahead of us? Perhaps, because 
they have already adopted the rhythm, the pace that business life demands. Not 
only of them, but also of their workplaces, factories, of all those who are parti- 
cipants as subcontractors and suppliers in the turnkey construction of a complete 
project. As many others as possible should likewise adopt this rhythm and pace. 
Or at least they should not be holding things up. For that too is an investment 
that will yield an abundant return. 
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POLAND 


ROLE OF ‘COMMERCIAL BANK’ IN WAKE OF ECONOMIC REFORM DISCUSSED 
Warsaw BANK I KREDYT in Polish Nov-Dec 82 pp 225-229 
/Article by Stanislaw Sikora/ 


/Text/ The assumptions of the economic reform foresee the participation of 
banks in operations connected with the drawing up of socioeconomic plans and 

the government's economic policy. These are operations of a macroeconomic 
character, consisting of the laying out of plans and actions in the national 
economy. As banks participate in economic planning, especially in the formation 
of payments and credit policy, they thus become an important partner of the 
state administrative organs. The most significant sphere of the banks’ func- 
tlon, however, is in banking operations (broadly understood) on the microeconomic 
scale. In this function, a bank becomes the representative of the social 
interest--acting as a partner to the self-managed, independent and self-financing 
enterprises and entering into cooperation with them on conditions of contract, 
i.e. partnership. The country's present economic and payments situation demands 
that tasks be precisely defined, for the sake of overcoming the difficulties, or 
at least smoothing out the negative difficulties of payments in foreign economic 
relations. In this regard the Bank Handlowy in Warsaw SA (Bank Handlowy) has a 
particular role: it carries out practically all of the financing, crediting and 
clearing of accounts of goods and services in foreign trade. The Bank Handlowy 
focuses its activity on carrying out the most favorable balance of payments for 
the national economy in its basic elements (trade of goods and services, foreign 
credit, servicing of this credit, and so on), as well as servicing the country's 
loans. On the basis of this, it presents to the authorities appropriate proposals 
for decisions. In practice this means that the Bank, in playing its assigned 
role, carries out foreign-exchange operations over the whole country and 
cooperates with banks in all parts of the world. In order to understand better 
the scope of Bank Handlowy's activity, it seems useful to draw greater attention 
to its banking operations which in the Polish banking system are particularly 
dependent on the Bank Handlowy. These include: 


a) opening and servicing bank accounts (foreign exchange and/or zlotys) abroad 
or domestically, 


b) financing and credit operations for national foreign trade enterprises and 
enterprises providing services for foreign trade turnovers, 
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c) making contracts and agreements with foreten banks, 
d) clearing accounts in all forms accepted in international banking relations, 


e) granting credits and negotiating loans in foreign exchange, brokerage and 
cooperation obtaining credits, issuing bonds abroad, acceptance, issuance and 
endorsement of bilis of exchange, granting and receiving guarantees and 
contracting other kinds of obligations in relation to foreign partners, 


f) accepting and investing deposits in foreign payment funds and carrying out 
time-limited operations, 


g) buying and selling stocks on its own account or for third parties, 


h) buying and selling virious foreign exchange values on its own account or for 
third parties, 


i) cooperation with foreign banks and other institutions in a capacity 
corresponding to the bank's tasks, 


j) granting foreign exchange credits to domestic economic units for investments 
bringing a quick increase of returns from the export of goods and services, 


k) performing other banking operations. 


The problems of financing and giving credit for the trade of goods and services 
need to be especially emphasized, because these operations actively influence 
the increase of the exports of goods and services. The Bank Handlowy extends 

to production and foreign trade enterprises foreign exchange and zloty credits, 
which allow purchases in the country or abroad necessary for export development. 
The bank's tasks in this regard--in relation to the previous years--have 
considerably increased, because in connection with the economic reform, producers 
of export goods have the possibility of buying foreign exchange in the Bank 
Handlowy in the amounts appropriate to their needs. This foreign exchange can 
be bought in the bank for import purchases of necessary raw and other materials, 
spare parcs and investment goods. It can be summarized thus: the Bank Handlowy 
in the Polish banking system accumulates returns obtained from the export of 
goods and services by Polish enterprises and expenditures connected with the 
imports which are necessary in all spheres. This particular situation of the 
Bank Handlowy allows it to watch the course of the state's balance of payments 
clearings, to submit to the authorities proposals regarding the balance of 
payments’ structure, and negotiate foreign credits for the needs of the national 
economy, while preserving cost effectiveness and the ability to pay off these 
loans. The bank synchronizes these tasks with its policy regarding the issuance 
of loans in zlotys to foreign trade enterprises within the framework of the 
general assumptions of the state's financial and credit policy. 





When granting zloty loans to foreign trade enterprises, the bank guides itself 

by a credit plan and systems-type solutions established in this field by the 
National Polisy Bank /NEP/. The objective is to retain uniformity in the solution 
of economic problems occurring the granting of loans to Polish firms. This does 
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mot mean that the credit instructions of the NBP are totally binding for the 

Bank Handlowy. The Bank Handlowy has directed its activity above all toward 
“forcing” foreign trade enterprises to a quick clearing of their foreign payments 
and an elimination of overdue payments. The technique of credit-granting, the 
analysis of credit application, and datelines for credit repayment are subordi- 
nated to this “enforcement.” Since bank credit to foreign trade enterprises 

is a separate subject, we must limit ourselves here to these general statements. 


The problems of foreign exchange allowances, on the other hand, whose accounts 
are handled by the Bank Handlowy, require a more extensive treatment. This is 

a new solution began on 1 January 1982 and closely bound to the NBP operations 
and with the Food Economy Bank /Bank Gospodarki Zywnosciowej/, because industrial 
and service enterprises are given credit by these banks. 


The enterprises’ independence must have its practical base also in the revenues 
for imports needed for the growth of exports. Payment difficulties require that 
the system of obtaining funds for the supply imports from capitalist countries 

be closely tied to the principles of distribution of the supply imports, which 

is carried out in foreign exchange, and that it be the basic incentive for the 
growth of exports, which in turn increase the revenues from this foreign exchange. 
Foreign exchange allowances retained from convertible currency revenues earned 
from export sales are in fact the first step in this direction. 


In previous years the planning practice consisted of establishing in the national 
socioeconomic plans, among other things, tasks for the export of goods and 
services and allotments for the imports for branch ministries, which distributed 
defined amounts among enterprises. These tasks were established for the area of 
transferable rubles clearings and the area of convertible currency clearings. 

In the area of convertible currency clearings imports allotments were often 

used while export tasks either were not carried out or were carried out with 
considerable delays, which caused tensions in the state's balance of payments. 
This led to conflicts between enterprises and the bank whose duty it was to 
regulate foreign payments, guiding itself by the state's current balance of 
payments. For this reason the method of providing foreign exchange to enter- 
prises producing for export could not be maintained, because it did not clear 
for them what was at their disposal if they were to organize independently the 
production or services. 


This does not mean that from the state's balance of payments, the amounts of 
foreign exchange allowances have been excluded and that free choice exists in 
that respect. The method and procedure of foreign exchange allowances for 
enterprises have been minutely specified by appropriate regulations. The amount 
of a foreign exchange allowance for each enterprise or association of enterprises 
is established by the minister of foreign trade together with the minister of 
finance, who is responsible for the state's balance of payments. If an enter- 
rises (a group of enterprises or association of enterprises) is to take advantage 
of foreign exchange allowances retained from convertible currency revenues 

earned from export of goods and services, it must apply to the minister of 
foreign trade, providing the appropriate data for the past 3 years, such as, 


among others: 
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a) the value of export F.0.5.--in total, 
b) the value of export to capitalist countries--F.0.3. 
c) the value of supplies for export production. 


The application for establishing the amount of foreign exchange allowance requires 
an assessment by a foreign trade enterprise concerning the current year assump- 
tions in regard to exports and imports and the foreign exchange profitability 

of the export planned by the industrial or service enterprise. 


The amount of foreign exchange allowance is established basically for 1 year 

on the basis of indispensable imports for a given export. The enterprise disposes 
of the established foreign exchange allowance on its own, which in practice 

means that it can order the necessary materials, semifinished products, and 

spare parts in a foreign trade enterprise. 


The accounts of foreign exchange allowances are kept by the Bank Handlowy in 

the currency chosen by the account owner. The Bank also controls records on 
this account. A record on an account is made on the basis of a foreign exchange 
revenues statement prepared by the exporting enterprise of foreign trade. In 
the statement the following data, among others, are given: country of sale, 
date of inflow of the foreign exchange revenue and its amount, and value of the 
inflow in zlotys. 


Only actual revenues received after 1 January 1982 are recorded on foreign 
exchange allowances account. This means that payments on account of future 
export supplies, outstanding revenues. and installments on credit sales, are 
included in the revenues. On the other hand, the account is charged with the 
value of the whole import regardless of the payment form. To convert the 
import value into the currency in which the payment is made, the median rate in 
force the day the order was accepted by the bank is always used. 


At the present time the accounts of foreign exchange allowances in the Bank 
Handlowy are nonbalance accounts. They define the enterprise's right to purchase 
foreign exchange and are kept by the bank within the framework of nonbalance 
record. Such a solution results from the method of clearings for sold goods or 
services by foreign trade enterprises. The reason for this is that a production 
or service enterprise when exporting its goods or services receives full payment 
in zlotys as result of converting the currency of the revenue at the official 
rate. The export transaction thus is cleared by t'.ec Bank Handlowy. When an 
industrial or service enterprise gives the order for a hard currency purchase, 
thus starting a new transaction which causes a necessity of payment in foreign 
exchange, it cites its foreign exchange allowances account number in the Bank 
Handlowy. The Bank Handlowy, handling the foreign clearings, and obligated io 
sell the foreign exchange within the framework of the foreign exchange allowances 
account--does the transaction automatically. A different solution for exports 
clearings would result in the need for production and service enterprises to 
keep a part of revenues for sold goods and services in the Bank Handlowy within 
the limits of the right to foreign exchange allowances. 
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It must be mentioned that the value of the basic materials and other imported 
goods obtained through the intermediary of domestic trade organizations--steel 
and metallurgical products, for example--is not included in the value of the 
supply imports if these goods are not purchased specifically for the given 
enterprise or group of enterprises. 


The current regulations state that the product's import-intensiveness, calculated 
on the basis of the previous year, decides the amount of foreign exchange 
allowance. However, the maximum rate of foreign exchange allowance cannot 
exceed 50 percent of revenues obtained from the exports. In practice, foreign 
exchange allowances amount to 10-45 percent. They are the basic source of 
imported supplies for export production and services. Enterprises which have 
foreign exchange allowances are also entitled to pass a part of their allowances 
to their cooperators whc , although not exporting goods directly, nevertheless 
produce details and assemblies on behalf of the final producer. If during the 
course of the year essential changes take place in the amount of imports 
necessary to meet the assumptions for the exports of products or services, the 
enterprise may apply to the foreign minister for a new rate of foreign exchange 
allowance. 


The Bank Handlowy may, in justified instances, give the owner of the foreign 
exchange allowances account a short-term anticipational credit until the 
revenues from the export are in. However, the total sum of the credit cannot 
be higher than the amount assigned for this purpose in the balance of payments 
plan, which in practice equals the sum of the balance on the allowances accounts. 
As can be seen from this, the funds for foreign exchange allowances are central- 
ized in the balance of payments plan, but the enterprise handles its accounts 
independently. Another question entails allowing these enterprises which do not 
have the so-called foreign exchange input in export production to use the 
foreign exchange allowances. These enterprises also ought to be permitted the 
possibility of using a part of foreign exchange funds earned by them. These 
enterprises also ought to be permitted purchases of small machines or equipment 
indispensable for their further development. The solution te tis problem can 
however be found only when the state's balance of payments iuwproves and experi- 
ences in the functioning of foreign exchange allowances are gained. 


The present experiences in the functioning of foreign exchange allowances allows 
the tackling of several other questions in the discussion on the activization 
of imports. Among other things, rights in the handling and functioning of the 
allowances ought to be broadened. The need to broaden the basis for financing 
the allowances is of primary importance. The possibility of exporters earning 
the anticipational credits directly abroad in combinection with certain export 
transactions, has been pointed out. It is understandable that in this regard 
the Bank Handlowy must play a particular role, both in obtaining such credits 
and as an underwriter and coordinator. 


The next issue is increasing the efficiency of granting the allowances. The 
point is not formal efficiency, of course, because this is unquestionable. It 

is rather such solutions in the procedure of granting foreign exchange allowances 
that give priority to producers showing the highest profitability in exports. 
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Finally, the last issue. It concerns interest on the foreign exchange obtained 
through an allowance in order to induce exporting enterprises to undertake 
rational management of earned funds; particularly, those enterprises which have 
been granted concessions to carry out foreign trade by the foreign minister. 
Such an enterprise, being in possession of foreign exchange funds, can deposit 
its surpluses in the Bank Handlowy. On the other hand, enterprises which have 
foreign exchange allowances could have the right to increase these allowances 
by a certain percent. 


These are issues which require thought and analysis. The several month period 
during which foreign exchange allowances have been functioning has not been 
long enough to draw final conclusions. Today we can say only that the demand 
for imports on the part of enterprises producing for exports and enterprises 
performing export services, is taking place within the limits of allowances; 
something which has reduced the number of interventions in the Bank Handlowy. 
The bank's cooperation with enterprises has become calmer. However, tensions 

in the balance of payments are so great that for the time being there is no 
chance for meeting the enterprises’ needs in regard to the financing of intended 
imports. 


From what has been said above, it follows that foreign exchange allowances are 
a realistic means of providing enterprises with foreign exchange funds for 
imports indispensable for the development of the exports of goods and services. 
This solution is a component part of the economic reform. 


In the national economy there remains, however, the Limiting of imports with 
regard to these areas in which the import of raw and other materials, component 
parts, machinery and equipment is indispensable, and which do not participate 
directly in the export to capitalist countries. Examples of these are: consumer 
market industries (shoes, clothing), steel supplies and metallurgical products 
(rubber, tin, machines and equipment for newly built plants servicing agriculture, 
imports of grains and fodder, and so on. Foreign exchange funds for these 

imports are distributed for the particular sorts of purchases (grains and fodder, 
rubber, tin, and so on) or allocated to branch ministries (machines and equipment 
for enterprises). In the current year--in relation to previous years--changes 
have been insignificant in this regard. Next year--due to the tensions in the 
balance of payments--similar principles will probably be in force as in inis year. 


Foreign exchange allowances retained from revenues earned from the export of 
products and services do not exhaust the supply of enterprises in foreign 
exchange funds for import purchases. In principle they can meet only current 
needs in the area of supply imports. Enterprises must also import the machinery 
and equipment necessary if they are to do modern export production or perform 
“exportable” services. Thus a need arises to create for these enterprises a 
possibility of obtaining foreign exchange credit for these purposes. The 
current regulations on foreign exchange credit do not correspond to present 
conditions which result from the assumptions of the economic reform. They 
provide for granting such credit through administrative procedure rather than 

on the basis of an eccuomic calculus. That is why the Bank Handlowy is preparing 
new regulations on foreign exchange credit, which it intends to base mainly on 
two premises: 
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1. An enterprise can obtain a foreign exchange credit on its own. 
2. The credit ought to be paid off in a period of up to 3 years. 
3. The costs of the credit are born by the credit recipient. 


4. The credit is for a purpose, which means it can be used for import purchases 
of defined machines and equipment (including transportation equipment) which 
will help the enterprise to develop profitable export. 


The experiences of the previous years show that the most difficulties in granting 
credit have taken place at the stage of undertaking credit decisions that would 
guarantee its payment on time, including costs. The Bank, in order to protect 
itself from the risk of incurring losses as a result of this, must now adopt 
appropriate criteria in selecting credit recipients; namely such which can be 

met realistically in a way most favorable for the national economy and above 

all for the balance of payments. 


As the basis for the evaluation of credit proposals submitted by an enterprise 
one could accept the following criteria as the basic ones: 


--the shortest possible period for repaying the loan, 


--documentary evidence of possibilities for export to a given country or 
countries, priority should be given to those which export goods or services 
for convertible currency and to a large degree for cash, 


--export profitability; exports which need subsidies should not be given 
priority, 


--the amount of the so-called import-intensiveness of the exported products; 
priority should be given to export of products from domestic materials. 


The known tight payment situation of our country does not permit the development 
of a sizable credit activity. Many enterprises will also have difficulty meeting 
the criteria presented. In the present state of our foreign economic relations 
these proposed, greatly tightened conditions for receiving foreign exchange 
credit--after a period of considerable leniency in this respect--are a necessity. 
The main error in the past has been that foreign exchange credit used to be 
granted to enterprises, associations and combines too hastily, without analyzing 
the feasibility of their repayment by the credit recipients. 


We have considerable indebtedness, the repayment of which since 1981 is being 
annually shifted to later years. Revenues from exports are also lower than in 
past years while the demand for imports does not decrease. Due to such high 
indebtedness, Polish banks cannot obtain new credit or can only obtain it in 
small amounts. New solutions in foreign exchange credit must therefore provide 
that the Bank Handlowy will grant credit competitively, within the framework 

of the modest funds which will be issued to it in the balance of payments. 


* 
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The economic reform above all concerns enterprises and the meeting of assumed 
goals will depend on solutions or this level. The functioning of foreign 
exchange and zlotys credit in the sphere of foreign trade is, however, deter- 
mined by the possibilities of the balance of payments. The efforts of the Bank 
Handlowy are aimed at sustaining at the minimum level at least, the payment 
liquidity of the state. Yhere are enormous difficulties, as the bank's payment 
possibilities depend on the amount of revenues earned from the export of goods 
and services. Exports, on the other hand, are dependent on--as is known--export 
production and exported services, as well as the conditions for placing our 
exports on foreign markets (modernization, quality, prices, etc.). This year, 
increasingly more often, one can read in the foreign press that the economic 
situation on the markets has deteriorated as a result of the recession which the 
world economy is undergoing. This does not help our economy. On the contrary 
it very seriously impedes the achievement of a considerable increase ‘n revenues 
earned from the exports of goods and services. An analysis of the country's 
payments situation allows us to draw the conclusion that payment tensions in 
relations with capitalist countries will continue for the next few years. For 
this reason the Bank Handlowy is making efforts to concentrate the country's 
revenues in one bank and to see that their distribution is made only in 
accordance with the state's balance of payments. Such an approach guarantees 
that they will be assigned to the most urgent needs of the national economy 
(foreign exchange allowances accounts ought to have a quaranteed liquidity, 
because they fulfill the needs connected with the growth of exports). 


From this short survey of the tasks of the Bank Handlowy, it derives that the 
Bank : 


a) in the sphere of granting credit to foreign trade enterprises--on the basis 
of the new credit system--influences by its credit policy, above all, the 
faster inflow of revenues from payments from abroad for export of goods and 
services and liquidation of overdue payments, 


b) keeps the accounts of foreign exchange allowances and realizes payments for 
export-related imports in the balance of these accounts, 


c) does clearings of foreign trade turnovers regarding export and import of 
goods and services, continuously searching for new forms that would lead to 
the maximum shortening of the cycle of the export's clearing-account, 


d) services the state's accounts receivable and accounts payable. 


The first two tasks are realized by the bank in accordance with the assumptions 
of the economic reform. This however does not free the bank from the duty of 
continuous observation of the functioning of the adopted solutions and from 
drawing conclusions, based on the experiences gained, for further improvement 

of the performance of these two sections of its work. On the other hand, the 
tasks listed in the last two points result from the bank's statute and have been 
performed for years in unchanged form. These activities are operational, 
traditional for this kind of bank. 
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There remain two more questions to be solved. The first one concerns the 
implementation of new regulations for foreign exchange credit, which would 
create for enterprises a possibility of obtaining credit for the longest period 
of repayment--up to 3 years. The second and most important is the conclusion 
of negotiations with bank creditors on the indebtedness of the Bank Handlowy. 
Postponement of the deadlines for paying off this part of our indebtedness 
allows Poland to assign a considerable part of revenues for indispensable 
import and opens possibilities for obtaining credit in foreign banks on mutually 
agreed conditions. Regarding the second part of Poland's debts, due in 1982, 
negotiations have not yet begun for political reasons. These payments concern 
credits which are guaranteed by the governments of given countries. 


In conclusion: why has the second question, which the Bank Handlowy is solving, 
been considered the most important? Because the country's payments situation 
depends on the results of the negotiations, which are also called refinancing. 

It is known how enormous the import needs are, how often the production potential 
is not fully utilized for lack of full possibilities of purchases of needed 
materials or spare parts abroad. The question of when the crisis can be overcome 
depends very much on the import possibilities. Hence the thesis that the more 
foreign exchange funds we have for imports, the better our chance for fuller 
utilization of our processing potential, accelerating the rate of our export, 
increasing its profitability, and lowering production costs thus beginning normal 
work with the application of the economic calculus. It is understandable that 
we are shifting the indebtedness to future years, but in doing so we are gaining 
a grace period, which we ought to use wisely. 
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POLAND 


ECONOMIC ADVISORY COUNCIL ISSUES PROGRESS REPORT ON REFORM 
Warsaw ZYCIE GOSPODARCZE in Polish No 14, 3 Apr 83 pp 1,4,5,6,7,8 


[Text] In conjunction with the Councii of Ministers [RM] 
deliberations on the subject of the government plenipotenti- 
ary's report on the implementation and effects of the economic 
reform, the KRG [Economic Consultative Council] Presidium sub- 
mitted a report to the government on the way the economy is 
functioning during the present stage. This report is not a 
commentary; nor is it a polemic with the report of the govern- 
ment plenipotentiary that was examined in the Commission for 
Economic Reform Affairs, but it studies the problem from a 
somewhat different point of reference. We have tried to take 
into account as broad a group of factors making up the opera- 
tion of the economy as possible, i.e., in addition to reform 
tasks, current economic policy, changes in external deter- 
mining factors, difficulties related to casting off the burden 
of past mistakes, social resistance and tensions, the effects 
of the phasing in of executory regulations and the lack of 
fulfillment of particular gaps in the standards area or, on 
the contrary, decisions that would be a mistake in light of 
the course of events In other words,the reform assumptions 
and the regulations on the system of operating in 1983 were 
not the only point of reference and sometimes they were not 
even the major one. This is related to the fact that in many 
cases, it is not always possible to ascribe a specific level 
of impact for particular causative factors influencing a given 
phenomenon. Restricting an analysis to one of the causative 
factors, often selected optionally, cannot out lead to sim- 
plistic, wholesale assessments 





In our report, we made use of the results of the second KRG 
poll and of an Institute of the National Economy [IGN] poll. 
We consciously omitted a number of essential topics that con- 
cern indispensable additions to legal documents, organizations 
of the chief authorities, the activities of the so-called 
middle management elements, the problem of the territorial 
self-government and also some very detailed issues, such as 
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the “hard financing” of agriculture. The recommendations made 
in the report include both proposals that have already been 
considerated and proposals for future consideration. Thus, 
this is not a precise program of tasks, but a sort of registry 
of proposals aimed at stimulating activities for increasing 
efficiency, as well as at making these activities possible. 


One year after the economy began operating under conditions of economic reform, 
the situation presents a diverse picture. Our economic results during the 

past year were contingent both upon reform solutions and upon inherited initial 
conditions and the material-type restrictions emanating therefrom, as well 

as upon current economic policy. The processes of the creation of the legal 
bases of the reform, its inclusion of all fields of the national economy 

and the imprinting of the new principles and possibilities opened up by the 
reform upon the public consciousness have just begun. 


A basic problem of the reform's success, however, is neither the issue of 
closing the still-existing legal gaps nor the problem of filling in conceptually 
the weaknesses of the ultimate model. /The heart of the matter is whether 

the mode of operation of the economy during the so-called transitional period 
and current economic policy will lead ultimately to the intended mechanisao, 
whether they will foster our emergence from the crisis and are effective 

in resisting the factors that led to the development of a crisis situation. /* 
Thus, it is a question of whether we are moving toward the implementation 

of the major goals of the reforr based on a transformation of the mode of 
operation of the economy that would bring about processes of the equalization 

of supply and demand, would engender steady pressure toward increasing efficien- 
cy and toward innovatior. and would ensure the economic and social conditions 

for the necessary transformations and adaptations. 


Due to the operation of many internal and external factors, the mode of 
functioning of the economy is highly diverse during the current transitional 
stage of the application of the reform. Some features prevail, however, 
that do not foster the attainment of major reform goals. 


The operational principles of the processing industry are relatively the 
closest to the guiding assumptions of the reform. The autonomy of industrial 
enterprises in making current and developmental decisions and in establishing 
production volumes and the directions of production purchase and the like 

has grown significantly. The hierarchical system of directive planning has 
ceased functioning, although the priorities used in tae distribution of raw 
and other materials, and in the allocation of foreign-exchange and credit 
continue to have a vital impact upon the directions of the production activity 
of enterprises. Within the framework of binding legal regulations, enterprises 
are making autonomous use of their own financial means 





*Material enclosed in slantlines is emphasized by the editor in boldface in the 
original text. 
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The organizational structure of industry is changing. The functions of the 
liquidated [old] associations are still largely maintained by the new associa- 
tions or by various mediatory ‘nustitutions. It is important, however, to 
expand the kinds of official functions of the new industrial associations. 


At the same time, however, we co not note tn industry clearly defined tendencies 
toward the improvement of management efiiciency. The KRG poll shows that 

a certain percentage of enterprises is manifesting positive phenomena in the 

area of costs reduction, assortment changes, innovativeness and an improvement 

in production quality. In some of the above sectors, however, there is a 
worsening of the situation. The lack of pressure for efficiency at the enterprise 
level that was so characteristic of the orders-distribution system still 
continues under the autonomous operation of economic organizations and the 
increase in the role of financiai mechanisms. There are two sources of this 
State of things that create a threat to the success of the refora. 


/First, the ready financing of enterprises,/ i.e., the ease of obtaining 
funding without improving the use of production elements but by enacting 
price changes or by gaining individual privileges, reductions, subsidies, 
exemptions and the like. 


/Second, the general inflationary pressure caused by the continuing dispropor- 
tion between the operation of demand-creating factors and actual supply. 
We shall return to both of these problems later in this report. 


/Mining/ uses parametric prices, an internal clearing of accounts system 

and subsidies. However, it is hard to say how much real use is made under 
present conditions of the pressure for efficiency that considers long-term 

cost accounting and the availability and mining of resources, since the primary 
criterion for assessing mine operations is the important political-economic 
thesis of maximizing current coal extraction. The scale of production and 
production costs are determined by technological production planning and 

by the special principles of granting emoluments on free Saturdays, as well 

as by the militarization of mines. 


/The power industry/ has not changed its operational model, which is character- 
ized by a slight difference in rates for outside consumers and by a traditional 
method of directing the work of particular power plants within the system. 

We cannot say whether present circumstances enable the introduction of another 
model. 


/In the construction industry/, financial results are in reverse proportion 
to material-type results. The reasons for the construction breakdown are 
various. One is the lack of a national standard for price creation in this 
field. The results of the decline in the material results of enterprises 
have been passed on to investors through price increases and indirectly, 

to the state budget, in many cases, since many investors are aided by state 
subsidies or cheap credit. Meanwhile, in the event of financial problems, 
construction enterprises have been bailed out by means of the intervention 
of founding organizations. The delayed efforts to update standards in the 
construction industry may be completed in a year at the earliest, and it 
will take several years for practical results to take effect. 





127 











A low level of efficiency in construction is preserved by the prevailing 
organizational structure, in which large plants predominate and the share 

of wsedium-size and small enterprises is not significant. In housing construction, 
ideas are lacking for overcoming more rapidly the ensuing crisis of the overiy- 
expensive large-panel sonoculture in favor of other technologies. 


/Im agriculture/, a reform has been made of the system of operation of state 
farms. This reform has increased fundamentally their autonomy and adaptational 
possibilities, but, as in industry, it has not really increased their actual 
efficiency requirements. During the first fiscal year of operation of the 
reform, as a result of price ratio changes, there was a significant financial 
backiash on gany pgr [State Farms], which was aided by subsidies. 


The weakening of the economic incentive for private farms is disturbing. 

This threatens a decline in tle marketable agricultural produce yield, whose 
initial sanifestation is the preservation of the rural consumption level 

at nearly its pre-crisis level while urban consumption has dropped radicaily. 
The cause of this state of things is the pricing policy in agriculture, which 
leads to an increase in farm income that exceeds currently isplementable 
possidilities. The sharp rise in procurement prices without a simultaneous 
increase in rural supply or a corresponding increase in the prices of the neaus 
of production has led to the widespread use of administrative methods of allo- 
cation of the means of production in agriculture and to tied-in sale. None 

of the forms of state control of the means of production, however, guarantees 
tidr economically rational allocation and thereby their efficient utilization. 
Moreover, the land tax, which has remained unchanged since the beginning of 
the 1970's, leads to the ineffective use of land by not encouraging increased 
yields or the transfer of lands to better users. 





/In foreign trade/, the area of the impact of transaction prices having a 
parametric character was restricted basically to profitable export outside 

of basic raw materials, and their impact moreover was limited by the establish- 
ment of a rate et a lower level than was envisaged in the reform and by the 
favorable characcer of the equalizing sechanisa. In this situation, the primary 
instruments for stimulating export are foreign-exchange allowance accounts, 
although the foreign-exchange funds used in this way thus far have represented 
only a few percent of the imported purchases isplemented in 1982. In its 
present form, this instrument has some basic shortcomings: it does not take 
into account export effectiveness and petrifies the level of import-intensiveness 
of export production. The results attained in export, especially to the second 
payments area (capitalist countries] prisarily are due to the export results 

of the gining industry. In sany processing branches, a decline has been noted 
in export, which indicates the need for basic changes in the systes. 


Both in the procurement area and in /supplying the populace with food/, different 
mechanisms characterize the major fields (such as grain and slaughter livestock 
procurement and supplying people with basic food itegs, especially rationed 
items) than characterize the rest of domestic trade. In the fruit, vegetabie 
and milk trade and the like, forms of operation are arising that should foster 
increased efficiency. However, the area we call the “sajor fields” is dominated 
by methods of administrative distribution, partiy out of necessity. With regard 
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/Too often, enterprises still tend toward efforts and measures that offer 

thea favorable individual conditions of operation (the allocation of funds, 

the establishment of favorable prices, exemptions, reductions, subsidies and 

the like) and not toward reducing costs and igproving efficiency. This is 
preserved by the domineering or paternalistic attitude of the central authorities 
and their agents regarding enterprises, while the strategic, regulatory and 
official functions it was to perform take second place. This fosters the 
development of indirect organizational structures and restores their old func- 
tions; it determines the content of the supply of information, planning techniques 
and the character of the decision-making variables utilized by central headquar- 
ters./ Central plans and state policy assumptions frequently are formulated 

in gaterial-type categories; thereby, they do not consider the anticipated 
results of changes in the level and structure of prices. 


The direction of current central policy and of future refora efforts to overcome 
the previously-noted interrelationships is currently a critical factor if we are 
to attain the desired changes in the ways the economy funccions. 


/Thus, the directions of the changes of the temporary solutions should aim 

at eliminating individual discretionary procedures that lead to a definition 

of the material and financial conditions of operation of particular enterprises 
in a manner that is often fortuitous./ Until we have conditions enabling 

the full implementation of an automatic mechanism of price creation that deter- 
mines the allocation processes and production decisions of enterprises, it 

will be necessary for us to seek alternate pricing and financial solutions 

of a parametric nature. 


The micro-level economic incentive will incline enterprises to improve management 
efficiency. At the same time, it will create conditions for the increased 
effectiveness of automatically operating (and not individually accorded) indirect 
methods of the central headquarter's impacting upon enterprise actions. 


Whether the increased autonomy of enterprises yields the results anticipated 
in the reform is contingent upon several groups of factors: 


/First, the field of matvrials maneuverability/ at the enterprise's disposal, 
i.e., its real possibilicies for selecting the supply structure, the potential 
for making changes in employment, the investment purchases potential and the 
like. The problems of the availability of production elements and issues 

of their allocation are discussed in the second part of this report. 


/Second, the curbing of inflationary tendencies/ and the appearance in enterprises 
of a financisl incentive compelling actions taken to increase efficiency, 
affording the opportunity for sector stability, which is discussed in part 

three of this report. 


The existing mosaic of economic sectors and the uneven progress in particular 


processes are phenomena that must be taken into account in the preparation 
of the list of tasks that are to increase efficiency. 
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Increasing the Supply of Production Elements 


An increase in materials in the economy is currently a sajor determinant 

of production volume. In 1982, the situation in this field changed in various 
ways. In the area of materials supply, there was a decline in the volume 

of supply-type imports (particularly from the second payments area), while 

there was clearly an increase in deliveries of domestic raw materials (above 

all from the aining industry). Production materials supply is likewise affected 
by the consequences of the low state of reserves at the beginning of 1982, 

the fact that they did not complement each other and the uncertainty of deliver- 
ies. The prospects of the supply situation are not favorable. We do not 

have the opportunity to effect a substantial increase in domestic raw materials 
production due to the increasingly difficult conditions for mining domestic 
deposits and the extremely high costs of new raw paterials investments. 
Meanwhile, it will be very diff*’cult to increase supply-type imports, since 

we have reached the limits of our deliveries potential from socialist countries 
and because of the existence of import restrictions from the free foreign- 
exchange area. Given this situation, it will become very important for us 

to use the available raw and other materials efficiently. This depends upon 
allocation mechanisms and the mgove to conserve. 


/The operation of the materials supply system/ has a vital impact upon these 
mechan’ uss. The scale of existing shortages was a basic premise for the 
solutions adopted for 1982 and for some changes for 1983. These solutions 
consist of the use of horizontal connections based upon freely contracted 
agreements between suppliers and consumers and of direct instruments of steering 
supply through the central distribution of basic materials and the right 

of exclusivity granted to some trade units in the trade of certain materials 
groups. 


We may expect that given such large-scale shortages and the inoperativeness 

of the mechanism of hard financing, no solution will function absolutely 
effectively. Thus, an analysis of the effectiveness of the implemented solutions 
should rather take into account the degree to which they have eased supply 
shortages and the level to which they foster indispensable changes in the 
production structure. 


The effects of the solutions implemented within the reform framework are 

not yet fully apparent, especially since these solutions were put into practice 
successively over 1 year, and the materials supply mechanisms are somewhat 
inert. Although it is already /a positive sign that production has increased 
in some fields using operating programs, we still do not see an improvement 

in the efficient use of raw and other materials and energy./ 


An analysis of implemented systemic solutions shows that /the negative character- 
istics of the distribution system have been exacerbated by:/ 
--the excessive expansion of supply-type priorities; the limiting of the 
number of operating programs in 1983 only partly changes this situation, 
since the use of discretionary preferences regarding supply is taking place 
likewise outside the sphere of operating programs; 
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--the tendency to expand institutionr of exclusivity in trade outside the 
sphere of central distribution; 

--the inclusion of trade organizations in obligatory producers’ associations 
and the preservation of their subordination to subsector-type sinistries; 

—the assumption of the central disposition of materials by subsector-type 
sinistries. 


Such phenomena can lead to the strengthening of the monopolistic positions 
of producers and of central supply offices, above all. They cut off consumers 
from direct contact with suppliers and foster ministerial parochialisa. 


Add to this the consequences of excessive enterprise demand, the lack of 

a program of economizing and the lack of incentives for making adaptations. 

In such a situation, there is no clear reduction.of the gap between supply 

and demand, which leads to the preservation and even the expansion of the 
state control of the geans of production, together with an insufficient effort 
to seek solutions that make use of the economic mechanism. /The new government 
orders systes is still based on supply-type preferences. This system could 
mean progress over former practices, if these orders were obtained through 
bargaining using a competitive method. An efficiency competition should 

be used both in the area of government orders and in the operating programs 
that continue to function./ 


In order to move from the present scope of the distribution of basic raw 

and other materials to a situation of the total lifting of state control, 

two parallel processes would have to be initiated. /The first/ of these 

would consist of restricting the sphere encompassed by rationing. The directions 
of such reduction ought to indicated by the narrowing of the circle of priorities 
to include those basic human needs that would be threatened if the supply 

were not guaranteed. /The second/ process would be based on a gradual increase 
in the part of supply implemented on the basis of freely created prices of 
equilibrium. Central supply offices would study supply and demand and would 

then designate equilibrium prices for a certain, ever increasing part of 

supply distributed according to the principle of free access. In order to 
prevent this from adding to the producer's profits, the difference between 

the producer's price and the consumer's price would have the character of 

a surcharge. 


/The substantial decline in employment hangs heavy on the situation in the 
field of strengthening the economy's labor force./ Answers to the second 

KRG poll noted employment-related problems as the difficulties that absorbed 
the attention of management most often and 48 those factors that worsened 
even before import-related supply problems arose. The employment decline 

was related primarily to early employee retirement and upbringing leaves. 
Declines in cadre were all the more severely felt since they were superimposed 
upon significantly shortened work-time due to work-free Saturdays and moreover, 
since they often included highly-experienced production-line employees. Light 
industry provides a glaring example of the severe effects of this phenomenon, 
especially since raw materials shortages in this industry were alleviated 

with great effort. 
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Meanwhile, gany enterprises /maintained the level of employment in spite of 

a production decline./ Generally an especially unfavorable situation exists 
that consists of labor force shortages in some economic spheres together with 
the failure to utilize the available raw and other materials supply, while 
other spheres have raw and other materials shortages and fail to make efficient 
use of their work forces. The phenomenon of scarcity and work force surplus, 
however, is not understood sufficiently. An analysis of the use of the work 
force is complicated likewise by the unreliability of the indexes of labor 
productivity, which are calculated not in reference to rapidly changing and 
differing work-tige, but in relation to the number of employees. 


Despite the well-aigmed revisions introduced into systemic solutions in 1983 

(the principles of PFAZ [State Vocational Activization Fund] liabilities), 

it is not expected that the situation in this sphere will be able to be changed 
substantially in the next few years. /Under present conditions, we may expect 

a slight shift of the work force among enterprises and production subsectors. 
Enterprise reductions of work force surpluses probably will not continue to 
assume significant proportions./ This emanates from the operation of various 
factors such as the tactic of waiting out difficulties and the resistance 

of management to making unpopular decisions. Local untransferability of the 

work force is a gajor barrier, and there is also the phenomenon of the absorption 
of the work force into the so-called second cycle. Working on work-free Saturdays 
alone offers some field of maneuverability. According to the KRG poll, more 

than one-third of enterprises plan to take advantage of this possibility. 


As in the field of materials supply and employment, /the situation is also 
difficult in the area of fixed assets./ The significant decline in the volume 
of investments by comparison with 1970 levels and the simultaneous generation 
of a tremendous investment “curve” (freezing and commitment) limits the field 
of ganeuverability in this area. Given this situation, the potential for 

an enterprise's conducting a rational policy of renovating and expanding fixed 
assets is slight. This sometimes leads to the creation of bottlenecks in 

this sphere along with a sigultaneous general increase in the level of non-use 
of production-type fixed assets. The situation is even more complex, since 

/in gany enterprises unfulfilled tasks in renovating fixed assets have accumulated 
from the 1970's, when domestic investment activity was dominated by large-scale 
developmental prograas. / 


The setting in order of investment processes above all requires that definitive 
decisions be made on the issue of investments inherited from the previous period. 
/We must decide whether everything that is not being continued is going to 

be stopped permanently./ Moreover, the issue of financing central investments 
should be decided in such a way that they will not absorb funds designated 

for enterprise investm@ent credit. 


The question of investment priorities related to the food and housing program 
also requires explanation. Investments within the framework of these programs 
should be conceived broadly, and they likewise should include indirectly related 
tasks. Otherwise, there is the danger that we will become caught up in meeting 
other investment needs below the allowable minimum. We may expect that 

the proposals of this paragraph and the previous one wil) be included in the 
final edition of the NPSG [National Socioeconomic Plan]. 
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We gust prepare the concepts and the instruments for guiding the processes 
of renovating production-type fixed assets given a situation in which it is 
known in advance that we cannot count on renovating an amortized fixed asset 
in all branches and enterprises due to the low investment level and priority 
needs. 


With regard to immediate measures, it seems advisable to /raise the interest 
rates on investment credit, and to reactivate the commissions for the assessment 
of central investment projects./ Apart from this, it would be desirable 

to gmake it obligatory to obtain experts’ reports on a planned investment 

(such reports could be provided by cooperative or private planning bureaus). 


The preceding analysis of the shortages and disproportions in the field of 
increasing the economy's supply of production elements leads to the conclusion 
that /we should establish realistic indexes of the increase in the economy 
for the next few years. The trend toward establishing quantitative indexes 
reevaluating the real potential for increasing economic efficiency and raw 
and other materials in particular would produce negative results in the form 
of bottlenecks stymieing further development and complicating structural 
changes, as well as worsening the use of production elements. It should 

be recognized that barriers to increasing production supply have long-term 
consequences; therefore, concepts of the methods and means of overcoming 
them gust be prepared. / 


The provisions we have stated have nothing in common with the underestimating 
of the need to activate production. However, they do underline the fact 

that the only path leading in this direction is to improve the efficient 

use of highly ligited means. 


An Economic Stigulus for Increasing Efficiency 


A basic condition for breaking down the barrier to increasing materials 

and consequently restoring domestic stability is to increase production while 
improving management efficiency. This condition is not fulfilled by an increase 
in production that is attained based on growing costs, since this means an 
increase in earnings, which are not covered by a corresponding increase in 
supply, leading to an increase in domestic prices. 


/It is not possible to reach a lasting state of production increase tied 

in with an iaprovement in management efficiency wichout economic incentives 
that put pressure on enterprises to move in this direction. Meanwhile, such 
preceure either does not exist or is not strong enough, for many reasons, 

the most important of which are:/ 

1. The enormous potential for increasing financial results through discretionary 
price creation and not by an improvement in management efficiency. The severe 
lack of internal stability, above all, creates this potential for producers; 
however, it is also the result of the existence of other factors that determine 
their monopolistic position. Unfortunately, over the long term, this position 
will not be able to be shaken by import due to the liabilities caused by 

our extremely high foreign debt. Under such conditions, contract prices 

are not a barrier to which enterprises must adjust in their operation, but 
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a means enabling them to cover practically ail their costs. Regulated prices 
created on the basis of a statement of actually encumbered costs are of the 
same nature. 


2. Numerous salvos in laws that have been passed, particularly in the law 

on financial managemenc and taxation. These open up broad possibilities 

for granting tax reductions and exemptions, surcharge and debt rates, allowances 
and the like based on a discretionary-bargaining principle. 


3. The overly extensive use of subsidies for enterprises, weakening the 
self-financing principle. Uf course, it must be considered that some subsidies 
are justified for social reasons (milk, for example) and others are based 

on the gradual implementation of the principle of designating domestic prices 
for basic raw materials according to transaction prices (foreign-exchange 

rates converted into zloty at the official rate). However, /last year total 
subsidies nearly equaled the fund of personnel emoluments plus compensation 

in industry, i.e., 655 billion zlotys./ 


Moreover, both the statistical data and KRG polls show that enterprises that 
would not have shown a deficit without them also received subsidies. While 
this does not refute the advisability of all product-type [goods and services] 
subsidies (which includes those granted to highly profitable enterprises), 

it does point out the need to tie in many of them more closely with specific 
actions that ensure improved management efficiency. 


4. The unresolved problem of applying economic pressure to force an improvement 
in management efficiency inthose fields requiring separate solutions such 

as: mining, construction, agriculture, local management and various non- 
production sectors. 


5. The taxation system for the transitional period, which was not consulted 
upon properly before it was initiated. It does not foster management efficiency, 
given the fact that a highly graduated [enterprise] income tax can also stymie 

a production increase and lead to an increase in processing costs. /Moreover, 

a false assessment of the volume of budgetary revenues has meant the levying 

of an extraordinary, unannounced stabilization tax./ 


6. The system of stimulating an increase in export, whose structure is 
complicated by the different rate level that is applied to the valuation 

of basic raw materials by comparison with the universally compulsory rate 

in foreign trade clearing of accounts and by the need to conduct a policy 

of a very moderate increase in foreign trade. However, this does not justify 
the discretionary-bargaining character of the system of stimulating an export 
increase nor its being based on an increase in export without proper considera- 
tion being given to profitability. 


7. The somewhat inconsistent attitude to enterprises that have financial 


problems. This is expressed in the fact that /when banks try to withhold 
credit, they generally are put under pressure by administrative authorities./ 


135 














8. The autonomous creation of a wage-income flow emanating from a wage 

and social services policy implemented under the influence of generally known 
sociopeolitical premises that increases market instability and fosters the 
deactivation of part of the labor force. Ina situation where there is not 
enough economic pressure to force an improvement in management efficiency, 
the suspension of production orders and the granting to enterprises of the 
freedom to conclude agreements is replaced by various forms of distribution. 
/This creates the threat of replacing the reform of economic relations with 
superficial transformations of the instruments of the distribution system 

and the threat of replacing the economic incentive with administrative coercion, 
with all its negative consequences. / 


Thus, a serious economic reform cannot take place without the rapid, consistent 
building of mechanisms of economic incentives for increasing efficiency adapted 
to a situation where the severe lack of domestic stability means that enterprises 
do not encounter the demand obstacle that forces them to improve management 
conditions. This necessitates the execution of fundamental changes, particularly 
in the policy and principles of price creation, in the taxation and financial 
system and in the area of stimulating an increase in export. 


Changes in the Policy and Principles of Price Creation 


1. Given the assumption that an anti-inflation program will lead to some 
reduction in the rate of inflation, but will yield full results over the 

long term, it is necessary to discipline demand by closely tying in its volume 
and changes with the supply side of the situation. It is a question here 

of introducing a permanent correlation between the situation in the area 

of the supply of goods and services and the creation of such demand-producing 
factors as: budgetary outlays for central investments and administration, 
for [as published] central wage regulations, social services and partial 
payments in kind and also credit policy. The consistent application of this 
principle will be facilitated by the fulfillment of the basic condition of 
the economic incentive for increasing efficiency--the existence of the demand 
barrier. 


2. Ina situation where the demand barrier does not exist, in general contract 
prices are not an objective external parameter to which enterprises must adjust 
their activity. Nor are regulated prices based on costs an external parameter 
for enterprises. In answering the KRG poll, most /directors confirmed the 
notion that external control does not solve this problem since it cannot examine 
the regularity of the cost accounting of prices and thus cannot verify unwar- 
ranted costs. In such a situation, we should rather aim to limit the freedom 
of enterprises to set prices/ by: creating demand barriers whereever this 

is possible, designating prices on the basis of external premises applied 

to enterprises and, finally, by replacing demand barriers by other restrictions 
on the potential for making unwarranted price increases. 


3. In some segments of the market, the potential exists for the gradual appear- 
ance of the demand barrier in the form of equilibrium prices, which threaten 

the loss of customers if exceeded. This refers in particular to: capital goods, 
consumer goods that meet secondary needs and much farm machinery and equipment. 








In order to bring the demard barrier into the previous!y-noted market sectors, 
it is advisable to make broid and flexible use ot the turnover tax, in order 

to prevent producers from seiving prol!tits from price increases (these profits 
are turned over to the state dudget). The resuits of investment policy linked 
to changes in construction (the preparation of a current standards base, changes 
in technology and organization) and a system of stimulating an increase in 
export should operate in this same direction. 


4. The long-term guideline of price policy is the broadest use of transaction 
prices possible to designate the domestic prices of basic raw materials, which 
includes not only those that ire actually imported and exported but also 
exportable raw materials (i.e., those that can be exported and whose foreign- 
exchange price can be strictly determined), and basic semi-finished products 
and production materials t' at are exported and imported (both exclusively 

and in order to supplement domestic production). Over the short term, the 
possibilities of making use of this guideline are limited however, in conjunction 
with a sharp jump in producer prices that occurred in 1982, as well as the 
interdependence that exists between the price changes of raw materials and 
production materials and the changes in the purchase and retail prices of 
industrial finished products. This leads to a moderate exchange-rate policy 
(the gradual increase of the rate of exchange). A moderate currency rate- 
of-exchange policy is likewise advisable due to its limited impact on improving 
the effects of management, given the fact that under conditions of domestic 
instability, it is relatively easy for manufacturers to transfer their increased 
costs on this account to the prices of their finished products and, relatedly, 
given the impact of increases in the rate of exchange on the growth of the 
general level of orices and not their very selective changes. A moderate 
rate-of-exchange policy, however, requires that the necessary changes be made 
in the system of stimulating increased export, which will be discussed later. 


5. A freeze on prices provided by law should be initiated, with the possibility 
that this period may be extended beyond 3 months if one of the solutions given 
below is used: 

--exceptionally, a price increase is permissible if it is caused by the operation 
of factors, to be specified in detail by the Council of Ministers, that do 

not depend upon the supplier; 

--taking into consideration the generally forecast rate of increase of prices, 
the establishment of maximally differentiated branch indexes of price increases 
for the given period which, if exceeded, will lead automatically to the transfer 
of the surplus to the state budget; 

--the initiation of a tax corresponding to the difference between the current 
price of implementation and the base price (e.g., the price on the day that 

this tax will be put into effect) as well as the granting to enterprises of 

the right to deduct from the amount thus calculated the tax resulting from 

the price increases that emanate from the operation of factors that are beyond 
their control, which will be defined in detail by the Council of Ministers. 


6. In industries that are characterized by a rapid change in assortments, the 
previously-noted solutions may be ineffective since without changing prices, 
enterprises can increase them by putting new assortments into production that 
guarantee them higher profits than their old assortments. A partial solution 
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here (partial, because it is not totally effective) may be to prohibit enterprises 
from obtaining higher profitability on new products than on their old ones, 
tied in with the transfer of resulting financial gains into the state budget. 


7. The interest of trade enterprises in retail price increases should be 
neutralized through the preparation and putting into practice of new principles 
of designating trade profit margins in the retail price sphere. This margin 
would be an amount (and not a percentage) based upon the labor-intensiveness 

of the services related to the sale of the specific category of goods. 


Changes in the Taxation and Financing System 


1. The income tax that plays a major role in the current system of taxation 

is not productive enough from the viewpoint of budgetary revenues. In some 
cases, the sharply graduated income tax becomes a barrier te a production 
increase, while in others it leads to increased processing costs. Beginning 
on | January 1984, the graduated income tax should be replaced by a linear tax. 


2. A condition basic to the introduction of “hard financing,” which will put 
economic pressure [on enterprises], forcing them to improve management efficiency, 
is the turning over of surplus financial means at the disposal of enterprises. 
The instrument to be used by the state budget for taking over surplus funds 
(those that are unwarranted in the actual economic results) is an /organizational 
unit [plant and equipment] tax in a given amount./ This tax should be introduced 
beginning 1 January 1984. The amount of this tax would be calculated on 

the basis of the actual profitability attained during a specific period in 

the past and on an initial standard of profitability, uniform for all enterprises 
and established on the basis of after-tax profit they made for the current 
period. This standard would have to be established as the ratio of (initial) 
profit to costs (possibly reduced by the wage tax if eliminated, which has 

a number of arguments in its favor). Profitability in excess of initial 
profitability thus calculated should be converted into an annual sum and 

should be transferred intothe budget quarterly or monthly. For enterprises 

that show a deficit (and are subsidized), this should be a negative amount of 
taxation (an amount of organizational-unit surcharge), established based 

on a comparison of standard profitability and actual attained profitability 

(due to subsidies) in 1982 and the first half of 1983. If this calculation 

shows that product [goods and services] subsidies have ensured an enterprise 

a higher than standard profitability, it should be reduced and converted 

into an amount of organizational-unit surcharge. The organizational-unit 
taxation amount would compensate for the profitability of enterprises at 

the initial point, setting it at a low level and, relatedly, would generate 
pressure toward improving management efficiency in conjunction with the pre- 
viously noted policy and principles of price creation. The fact that this 

tax is an amount means that it is levied only on the initial production level 

and not on its increase, which means that a production increase becomes very 
profitable and a decline becomes correspondingly unprofitable. 
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3. The /turnover tax/ mentioned in the discussion of the policy and principles 


of price creation should be important method of the taxation policy aimed 

at bringing in “hard financi> More fiex.tle use of it was begun in 1983. 
Together with other instruments ot vrice policy, this tax would work to counter- 
act profits that are not justified by improved oanagement efficiency and 

emanate from price increases. Over the | term, this tax should be converted 


into a value-added tax. 


4. As has been pointed out, the /linear .ucome tax/ should be a basic method 
of taxation policy aimed at introducing “hard financing.” The use of a uniform 
rate of taxing profits and ie -lements of enterprise income (wages and 


possibly even amortization) is proposed. 
A System of Stimulating an Increase in Profitable Export 


The system of stimulating cxport that is currently in existence is directed 
primarily toward increasing its value without a corresponding consideration 

of profitability. This can weaken and even destroy economic pressure that 
forces enterprises to improve the efficiency of production for domestic purposes 
and emanates from the consistent implementation of the previously-discussed 
changes in the policy and principles of price creation and the taxation and 
financing system. In support of this idea, suffice it to say that /nearly 

half of our exports to the first payments area [socialist countries] and 

up to 70 percent of our exports to the second payments area [capitalist countries] 
handled by foreign trade enterprises are purchased not at transaction prices 

but at contract or official prices that approach or equal domestic purchase 
prices and often are significantly higher than them, as is shown by the KRG 

poll and statistical studies./ It is iikewise expressed in the fact that 

the compensatory mechanism depends primarily on the value of export and operates 
according to discretionary-bargaining principles. This has the overall effect 
of /desensitizing producers to foreign-exchange prices obtained in export 

and to its profitability/, although many producers do attain profitability 

in export production (calculated together with surcharges) that is higher 

than production for domestic needs. Practically speaking, in such a sit-iation 
the only instrument for stimulating an export increase is the foreign-exchange 
allowance account (the so-called ROD). This instrument, however, is also 
unaffected by profitability, since foreign-exchange allowance rates are set 
individually in a discretionary~-bargaining manner based on the import- 
intensiveness of export, which [import-intensiveness] these rates petrify. 


Taking into account the character of the system that exists currently and its 
insignificant impact on the increase in the profitability of the export of 
finished manufactured goods (which is confirmed by last year's results), 

in December 1982, the KRG submitted a detailed report on proposed changes 
entitled “An Outline of a Concept for Stimulating an Increase in Export 
Profitability.” The essence of our proposals was the following: the extensive 
use of transaction prices in the clearing of accounts for export; a moderate 
rate-of-exchange policy, for the reasons discussed earlier; the tying-in 

of all instruments of zloty and foreign-exchange increase with the profitability 
criterion in the form of the financial results of export; the introduction 

of an automatic compensatory mechanism in export that would compensate producers 














based on profitability according to uniform principles for all goods; the 
elimination of the discretionary-bargaining nature of foreign-exchange allowances 
and the basing of their rate instead upon financial results from export, 

as well as tying them in with foreign-exchange turnover credit and with export 
investments that bring a quick profit; the use of a linear scale of income tax 
on the financial results of export, with the possibility of using a tax deduction 
as an added bonus for an increase in profitable export. 


We are in favor of the initiation of the previously-noted changes beginning 
with 1 January 1984, not only out of regard for the need to step up the increase 
in the growth of profitable export of finished manufactured goods, but also 
because of the possibility that the “hard financing” of enterprises may soften 
under the discretionary~bargaining system currently in existence that does not 
react to an improvement in management efficiency in foreign trade. 


Summary 


A summary should not be a recapitulation of all problems, assessments and propo- 
sals that have been discussed, especially since our proposals are of a prelimi- 
nary nature and need additional work. /We shall limit ourselves to three 
problems: inflation, hard financing and the procedures for future work to 
strengthen the instruments for increasing efficiency. Specifically, the KRG 
believes that, due to the halt in the production decline and due to the positive 
and negative experiences of last year, it is possible to formulate a set of 
reform instruments for 1984 and the years following with greater advance plan- 
ning than in previous years. Moreover, they will be more cohesive and more 
effective./ This work, which is discussed in item #3 of the summary, should be 
based on two broad assumptions: 


--besides instruments helping to increase efficiency throughout the economy, 
/specific solutions for particular sectors and processes/ are likely to be needed; 


--in some cases, the requirement for realism may impose temporary solutions that 
do not coincide with ultimate reform assumptions; in every case, however, 

/we should aim to minimize deviations from the ultimate model and should be 
decisive in rejecting solutions that cause the way the economy works to regress/. 


1. The phenomenon of inflation is the factor that is most disruptive of proces- 
ses for increasing efficiency. It is a question here not only of such direct, 
generally known effects as the fact that market instability and price movements 
undermine the operation of the incentive system, putting understandable pressure 
on wages while engendering processes (hoarding, speculation) that disrupt access 
to goods and, perhaps more importantly, create havoc in the distribution of the 
national income. Moreover, indirect effects also come into play. 


Under inflationary conditions, the creation of a rational price system is 
extremely difficult. In particular, it is not possible to make prices objective 
and parametric in character by using the contract price system alone. 

Moreover, under conditions of material-type limitations (supply and employment), 
the taking advantage of price movezents made possible by inflation becomes 

the only easy way that enterprises can make a profit as they withdraw their 








attention and efforts from more difficult paths, such as cutting costs, in 
particular material-type costs. 


The chain of effects goes still further: there arises the temptation of inter- 
ference {mn minute matters that aims toward impact on the particular costs 
variables by means of detailed intervention, reducing the importance of profit 
as a primary stimulus toward increasing efficiency. At the same times, sector 
intervention, and particularly resorting to administrative measures used in a 
discretionary manner, shifts the weight of enterprise efforts from the question 
of costs reduction to attempts to gain a more favorable system of external 
decision-making with regard to subsidies, allocations and the like. 


/The breaking of this chain requires, above all, an effective struggle against 
inflation that is obviously not based on an illusory hope that it will stop 
immediately, but intends to contro] its rate in the direction of easing the 
process./ Before the process of controlling inflation has its full effect, 
however, a subtle and complex price policy is needed that includes both actions 
taken to stabilize some pricesa for a certain period (the retail prices of 
basic articles) and the establishment of parametric prices that do not emanate 
automatically from market processes (in construction, for example), as well as 
the simultaneous allowing of the freedom of price movements or the operation of 
a turnover tax where the attaining of stability is relatively easy and near. 


2. It is clear that the price policy must be accompanied by so-called hard 
financing aimed both at halting the excessive influx of payments funds in 
general and at “applying pressure” (as it is commonly known) on the sector level, 
i.e., leading particular branches and enterprises to step up their efforts 
toward increasing efficiency. 


Hard financing is a task as complex as the struggle against inflation (it is 
also a fundamental element of this struggle). Above all, we cannot harbor any 
illusions about the potential of the banking apparatus in this area. A factor 
of some significance here is the lack of preparation of banks, who just began 
to change from being enterprise cashier's offices to being real banks in 
mid-1982. Second, it should be kept in mind that /as long as a rational price 
system does not exist, the task of assessing the credit worthiness of enter- 
prises, particularly over the long term, is extremely difficult and can be 
approximated only very roughly./ Third, we should not delude ourselves into 
thinking that referring to the preferences stated in the NPSG [National Socio- 
economic Plan] supplies banks with clear and precise criteria for their 
decisions. 


With regard to a tremendous number of enterprises, bank departments will 

not be able to determine whether they should be given preferential treatment. 
Moreover, when they are able to do so, there remains the issue of the degree 

of preference. Related to this, there is the danger either that banks will not 
be informed sufficiently of the intentions of macro-policy or, conversely, 

that central preferences will be written out in an overly detailed, mechanical, 
i.e., bureaucratic way. /Meanwhile, it appears necessary that the position 

of banks be strengthened with regard to the external intervention of the 
political or administrative authorities in the event of credit limits or denials 
and especially in the event that an enterprise appears to be going bankrupt./ 








The hard financing seasure is very difficult in that it gust aig to achieve 
overall deflationary results and at the same time should not carelessly create 
new barriers to production growth in specific enterprises. In popular terms, 
the sheep gust be sheared without any damage being done to its skin. 


The final problem related to the issue of hard financing is /to ensure that 
credit operations coordinate with operations in the area of subsidies and 
reductions./ It appears that the deflationary viewpoint should be expreised 
first in a conservative policy of subsidies and tax reductions, while the 
credit policy cannot restrict itself to this type of approach. 


3. The varied nature of the mechanism of the economy's operation in particular 
sectors and the uneven progress of processes for increasing efficiency not 

only on the branch level but also in particular enterprises necessitate complex 
action. In order for this action to be as cohesive and effective as possible, 
/we gust wake further efforts toward deepening our analyses and operational 
drafts./ The draft of the report of the Government Plenipotentiary for Reform 
Affairs makes some suggestions, an NPSG appendix concerning instruments for 
implementing the plan sakes other, often identical ones, and KRG reports 

do the same. In this way, a definite procedure for proceeding in the future 
suggests itself. 


The first phase of this procedure should be /a study of all serious proposals 
made by a team appointed for this purpose./ This may lead to the stressing 

of some proposals and the revision of others, and even to their disqualification 
before the final decision is made by the authorities. In about 2 sonths' 

time, without the haste that characterized the reports noted previously, 

a very cohesive set of proposed tasks should be outlined and the operating 
schedule for these tasks should be determined (1983, 1984 and ultimate assump- 
tions for a longer time-frame). 


Of course, we shall have to return to the issues of the instruments to be 

used in the fall, since we are not yet familiar enough with many basic problems. 
One of these is the employment balance: it may be right in principle, but 

is it realistic? In this respect we must clarify the issue of employment 
increases. /It is believed, or at least maintained, at the central level 

that these increases are numerous and meaningful; meanwhile, the vast majority 
of enterprises stress a lack of employment. It is high time that we clear 

up this contradiction. 


The employment issue !s only one example. /In general, the informational 

base on which decisions are founded gust be improved substantively./ This 

is not an easy task under the conditions of the differing situations noted 

above. In the traditional system, central decisions vere based on aggregated 
data from the particular branches; meanwhile, in the hierarchical systea, 

the lack of aggregation of indexes at the levels of ministries and then associat- 
tions is considered proper. Technically, this system has functioned efficiently, 
but from the viewpoint of effectiveness it is clearly defective. The present 
systea siaply cannot function according to this principle. Meanwhile, we 

still do not have a full informational base adapted to this systea. 
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This is expressed in the frequeat resorting to surveys in enterprises. This 
is a method that corresponds to the conditicns ot the day and to the nature 

of the present system. While it ought to be expanded, it should be made 

more systematic and should Se coordinated Setter. This does not mean that 
particular centers conducting polls stiould be coordinated mechanically from 
the top. On the other hand, they showld aia to ensure that surveys complement 
one another and can be compared with one ano’ wr, while preserving separate 
groups of people surveyed and different questions in particular polls. 


Apart from the data collected systematically by GUS [Central Office of Statis- 
tics] and the data gathered in polls, the particular ministries gather data 

in other ways, whose end-product is recommendations submitted to decision- 
gakers without any comparison of informational bases with other sources of 
information. Here also there {s the need not so guch to coordinate information 
as to ensure the flow of intormation from o.e« source to other information- 
gathering centers. 


Finally, we believe that /over the course of the next few months, a system 
of “early warning signals” must be prepared to prevent decision-makers from 
making decisions on the basis of some partial phenomenon or, conversely, 
from delaying decisions for lack of information./ 


Lastly, the final decisions on the changes in instruments for 1984, already 
based to some extent on the operation of an improved data base, should be 
passed /only after a variant, in-depth, simulated accounting is done./ 


Warsaw, March 1983 
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DISINCENTIVE FEATURES, FAIRNESS OF TAX REFORM ACT CONSIDERED 
Warsaw ZYCIE GOSPODARCZE in Polish Nos 22, 23, 29 May, 5 Jun 83 
[Article by Tomasz Jezioranski] 

[29 May 83 p 3] 


[Text] Many months ago the Ministry of Finance began work on reforming the system 
of taxing the people. A heavy curtain of silence descended. The only word was an 
announcement from time to time by the minister, Stanislaw Nieckarz, that the new 
system would provide incentives and would not be a conflicting system, meaning that 
by its structure it would effectively encourage growth in economic activity, encour- 
age people to work, and that the procedures by which the taxwould be assessed would 
exclude demoralizing, discretionary decisionmaking. These were beautiful promises. 


In mid-May the curtain, or to put it more accurately a part of the curtain, was 
raised. The broad outlines of the new system were revealed (see ZYCIE GOSPODARCZE, 
No 20, 19°93) and submitted for a 2-weeks' public discussion. The representatives 

of the Ministry of Finance would like to be able to send the system, in the form of 
draft laws, to the Sejm [parliament] at the end of May or first part of June so that 
that body could approve it before the end of June, making it possible to put it into 
effect on 1 July. 


The public discussion, therefore, is supposed to proceed at a sprinter's pace, while 
the head of the ministry needs a lot of time to think about it (see the report on the 
Sejm's Budget and Finance Planning and Legislative Works Commissions on inheritance 
and gifts tax reforms, ZYCIE WARSZAWY, 16 May). 


Why the Phobia? 


Meanwhile, the creation of a good taxation system, and convincing the people that it 
is good (and these are different matters) demands prudence and caution, as well as 
an atmosphere of calm. Caution and prudence on the matter of taxation are necessary 
not only to minimize errors, but first and foremost, because the matter of taxes is, 
in Poland, an extremely delicate issue. Thus, if Minister Nieckarz is correct when 
he points out that no government has ever before published the assumptions of a new 
taxation system (for which the present government deserves praise), then the deputy 
premier's (Obodowski's) thought, contained in the words “we should, once and for all, 
stop treating tax as if it were a fine’ (at the Sejm on 28 April), is also worth 
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developing. Yes, we should stop doing this, but bv eliminating the causes of this 
attitude, which is not prevalent elsewhere in the world. This attitude, a peculiar 
kind of tax phobia, can be attributed not to economic illiteracy or civic indiffer- 
ence, but to vears of sad experience. 


By theory, tax is a compulsory, unrecoverable and gratuitous monetary obligation. 
Our deputy minister of finance tor many years, "rof 7dzislaw Fedorowicz, in one of 
his works, adds (and not without reason) that that which difterentiates a tax fror 


a penalty (i.e., a fine), which is also a compulsory, unrecoverable and gratuitous 
monetary obligation, is a fiscal goal (supplying revenues toc the budget), and not 
a repressive goal. 


It is apparent that even in theory the difference between a tax and a fine is rather 
subtie. In the awareness of other secieties this difference is obvious, because the 
taxation systems, although their particuiars are changed (but not too often!), remain 
constant in their assumptions end unequivocai in their construction. Nowhere in the 
world is there a surtax paid in the form of a tax, apart fror all kinds of compulsive 
rate scales. Which does not mean that proof of tax cheating does not entail severe 
penalties. 


In our country, however, years of employment of surtaxes are responsible for the fact 
that in the public awareness the concepts of tax, surtax and fines, are synonyms. 
This is sad, but it true and understandable. It will take not floods of resounding 
words, but vears of proof, for this general feeling to cease to exist, for a tax to 
be regarded as a natural civic obligation. 


I see four premises for such a desirable change, and, at the same time, four basic 
criteria by which the present proposals should be evaluted (I am excluding the farm 
tax from these considerations, the tax about which we wrote separately in ZYCIE GOS- 
PODARCZE, No 21, 1983). First, the stability of the system. Second, its clear and 
convincing purpose. Third, honesty. And fourth, objectivity. These criteria are 
perhaps controversial and may unduly suggest the theoretical course of the examina- 
tion, but I will try to show that they encompass all of the basic matters. 


Unfortunately, no unequivocal statement can be made about the stability of the systen. 
Time will tell. At this time only preliminary hypotheses can be posed. 


There is no basis on which to doubt the sincerity of Minister Nieckarz's declaration 
when he says that it is extremely important to him that the new system be stable. 
Despite the fact that similar declarations have always been made in the past, this 
one, too, should be regarded candidly, without orejudice. 


On the other hand, the extreme haste and the failure to reveal the details of the 
system, so very important for the evaluation of the whole, is disturbing. Not only 
the proverb, but also experience, tells us that haste makes waste. Anyway, the 
authors of the system themselves, when its weaknesses are pointed out to them, say 
that whatever the experience will be, the svster will be changed, perhans even begin- 
ning January 1984, i.e., after being in effect 6 months. What is important is that 
it go into effect, and then it can be improved, they sav. 








I do not conceal the fact that I am not enthusiastic about such an approach to the 
situation. The effects of a hasty reform of sick benefits arestill fresh in my menm- 
ory. Such open-endedness of the lsw does not please me, either, for law is not a 

a necktie which we change depending on the color of the suit. And anyway, if we 

are ready to make rapid changes let us not speak of stability. 


But a great deal more can already be said about the purpose of the new system. As 

we know, the taxation system is normally a combination of several functions, and 
according to the principles of the state's economic policy, one of them fulfills the 
leading role and the others play supplementary roles. A similar construction (one 
primary goal and the others, secondary), is, after all, a very important condition 
for mot only the clarity and communicativeness of the system from the position of the 
taxpayer, but above all, fo~ the effectiveness of its overetion 


Irn the light of literature and also practice, three basic functions can be mentioned 
which relatively most frequently play the leading role in the system of direct taxes. 
These functions are: fiscal, social, and incentive. The question arises, which of 
these has been assigned the primary role in the Ministry of Finance's draft? 


Unfortunately, this cannot be determined in any categorical and unequivocal way. 
Rather, the impression is gotten that an ambitious attempt has been made to grasp 
all three functions simultaneously and equally strongly. Well, perhaps a big more 
strofigly the social function in the equalization tax and the fiscal function in the 
imome tax, but the incentive function more weakly in both taxes. 


In talking about the new system I quite often met with the opinion that it has a 
highly disincentive character. Proof of that is the steeper progression of the 
income tax paid by the non-agricultural part of the nonsocialized sector, and the 
lower limit of incomes exempt from equalization tax. I do not share such a severe 
judgment. I think that the system submitted for discussion does not serve as a 
disincentive, but neither does it promote incentive. 


Theoretically a Good Course 


It is true that the progression of the income tax has been steepened in the lower 
increments ot the scale, but it has also been alleviated in the upper increments. 
Anyone who crosses the barrier set initially (a high barrier) can cr » higher 
income than heretofore. An income excess amounting to 6 million zlo s consti- 
tutes a distinct limit. 


Every jump upwards, at first every 100,000 and then every 1 million zlotys, the tax 
percentage increases by several percent. For example, at 100,000 the tax is 31 per- 
cent; at 200,000 it ‘s 39.5 percent; at 1 million it is 61.6 percent, and at 2 mil- 
lion, 70.55 percent. Then the growth of the tax rate drops to tenths and even one- 
hundredths of a percent. At 7 million zlotys excess income the tax is 79.4 percent, 
at 8 million, 80.1 percent, at 70 million, 84.44 percent, and at 80 million, 84.5 
percent. 


This is beautiful, logical, and pro-expansionist., The question is: Who will want 


to and be able to get over these barriers, placed at the beginning of the scale, 
and who will be able to expand operations so as to find himself in the income 
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brackets representing tens and even hundred of etllions of dollars annually? In 

these latter brackets the fax rate resiiy dees increswse very slightly. At 400 million 
zgiotvs the tax i« 864.9 percent: .t 5SOO million, ®4.92 percent; at 800 million, 84.95 
percent; and at 1 billion zlotys, 84.96 percent. Thus the person who reaches these 
almost billion zlotys gross tncome regions will be abie to say that he is being treated 
very kindly by the stat treasury, and that the taxation system in Poland is an in- 
credibly pro-incentive system. 


Untortunately, the stiructure of our private sector shows that this is a purely theo- 
retical possibilley. Tf will net even mention an obstacle as prosaic as the availa- 
bility of supplies. Where is there a craftsman who can obtain raw and other materials 
for production which would allow him to obtain a gross income of even 70 million 
zlotys (approximately 200 million turnover)? 


The wew tax, therefore, is king to amall firrs, a maximum of two people, of whom 
there is about 4 gross, and to hup.e units, self-contained, and important to the mar- 
ket in more than just volume, o: whom there are none--but which apparently we should 


have (see last year's law on crafts). In theory the new system indicates the direc- 
tion of desirable changes in the small-scale sector, but in reality it carries with 
it the risk that the cottage industries will be strengthened. The shoe-repairman 

on a side street will not close bis shop (although he will not be able to train an 
apprentice because the tax relief for training is too low) and the citizen who has 

a convenient service center will not lose anything yet. At the same time, however, 
the socialized economy which is casting about and unable to meet mass requirements 
will not obtain the support it needs. 


To sum up, the Income tax in its new version [lattens the income ranges at a rather 
low level (the tax-free Limit is only 160,000, i.e., half of that provided for in 
the equalization tax), will improve the budget somewhat, and will hold out a carrot 
as an incentive. Whatever may be said about the correctness of such a conception, 
and there are many opinions on this, its logic and internal consistency cannot be 
denied. Personally, | really believe that it would be better to give the tax a 
truly pro-development character, i.e., build the progression less steeply at the 
beginning and thus increase the growth rate of the largest group of units in the 
small-scale sector, but I do not have to be right. 





Whe Will Pay? 


From the standpoint of function, the equalization tax is somewhat different (for 
example, it does not exist at all in Hungary--see ZYCIE WARSZAWY, 18 May 1983), 
although it, too, is regarded as being a disincentive. [| believe that here, also, 
we should not make such an unequivocal judgment. The incentiveness of the equali- 
zation tax depends on the point of view. 


It mav be said that at this time this tax for most working citizens, including 

the authors, is only a theoretical bugaboo. Ministry of Finance data show that if 
it were to go into effect in accordance with the intentions of the authors in the 
middle of the year, only about 80,000 people would pay it, i.e., about the same as 
for 1982 at a lower base. Further estimates of the Ministry of Finance show that 
also about 80,000 people will pay the tax for the vear 1984, and about 175,000 for 
1985, i.e., 2 percent of the total people employed in the socialized economy. 
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I do not know what method the Ministry used to make these estimates. I know only 
that I tried to add this up but obtained results considerably ditterenet from those 
of the state treasurer. I made my calculations based on the Main Office of Statis- 
tic’s analysis of wage structures in September 1982 and also on the 3-year remunera- 
tions growth rate written into the plan. Of necessity, I assumed growths proportion- 
ily arm! made no corrections on the basis that possible taxpavers had nonworking 
spouses or dependent children. However, | took into account the approximate wage 
effects of work on free days at overtime rates in hard-coal mining. 


Based on these data it appears that for 1983 approximately 450,000 people will find 
themselves within the limits of the equalization tax, about the same number the fol- 
lowing vear, and approximately 900,000 for 1985. 


I stress once more that the figures I am using are less accurate and that I am aware 
that mv calculations contain « large margin for error. But how large can this margin 
be, considering that most wives are emploved and that the Ministry of Finance itself 
assumes that there is one dependent child per taxpayer, which suddenly increases the 
exempt amount by 1,000 zletys monthly? Anyway, this has an effect in the statistics 
cited only in the borderline income group (however, each child affects the amount of 
the budget revenues, for it reduces the assessment). 


| believe that this margin of error is no greater than 25 percent. But there appears 
to be a much larger error in the Ministry's data! This is highly improbable, parti- 
cularly since both estimates have something in common. Vhat they share in common 

is the same number of taxpayers for 1983 and 1984 and a doubled number for 1985. This 
would mean that approximation methods have been employed, only other partial or final 
figures have been substituted. 


All of these calculations are to prove that the equalization tax will cover not only 
a large, but « growing oumber of employed. Thus the disincentive factor will in- 
crease. This process will be even more painful for the economy because the matter 
will go beyond the circle of stage artists and some authors, and will encroach into 
the sphere of the people who are most productive, who make the largest contribution 
to the national budget. Whye approximately #0 perecent of the potential taxpayers 

are workers, including those working the hardest: the miners of hard coal and copper, 
the metalworkers, and the construction workers. 


Having heard these arguments in the Ministry of Finance, they reply: Please ask 
whether a tax on earnings exceeding 25,000 zlotys monthly serves as a disincentive 
to a female textile-worker, who earns a paltry 9,000 zlotys monthly (the average 
wage in light tnodustry in 1982 amounted to approximately 9,500 zlotys). 


On the face of it, there is nothing wrong with such reasoning. It is logical, a 
matter of indifference as to whether one is speaking about a real textile-worker, 
or a “textlle-worker”--a symbol of a worker earning less than the national averare, 
far below the 25,000 zlotvs wage. But I have some reservations as to this reasoning. 


Neg too long ago, for it was during the Sejm debate on the J-vear plan, the vice 


chairman of the Planning Commission, Wladvslaw Jablonski, recommended that an experi- 
ment conducted by one of the light industry enterprises in Lodz, be popularized. 


Lud 





The experiment consisted of using casual workers on the night shift which, as we know, 
almost ceased to exist in this industry. The attraction is to be a wage amounting 
to 4,000-5,000 zlotys weekly for three night shitts worked 


As can be easily calculated, during a month one can in this way earn even 20,900, 
ind then, together with retirement pay, pension, or halit-time work, fall under the 
equalization tax. Indeed, no meeting minds can be seea in such actions. 


The second reservation relates to a broader ministerial argument, a symbolic signi- 
ficance, and is linked closely to the third criterion of the evaluation of the entire 
proposed svstem--its honesty. About that, next week. 


[5 Jun 83 p 5] 


[Text] I devoted the precedins segment of the analysis of the draft of the new tax- 
ation system to an evaluation of it trom the standpoint of two criteria: stability 
and purpose. I also called attention to the fact that the attitude towards the tax, 
regarding it as a fineorpenalty, can be traced to the longstanding practice ot assess- 
ing a so-called "surtax". Today I will discuss the draft from the standpoint of the 
next two criteria: honesty and objectivity. 


The limit at which incomes are exem _ from equalization tax was fixed at 25,000 zlotys 
monthly tor the years 1983-1985. For someone who earned close to the average in the 
soclalized economy in 1982 (approximately 11,500 zlotys) this difference may appear 

to be great and distant. But the fact that today an average worker may be far from 
the 25,000 zlotys mark does not mean at all that he will be just as far from it in 

$ years, because wages will grow, and grow rapidly. It is planned that in 3 years 
they will be increased by over 50 percent. 


The Craftsman in the System 


In other words, the draft of the equalization tax (income also), employing absolute 
amounts, gives no consideration at all to inflation and the decline in the real value 
of wages. This is particularly surprising since inflation has been most officially 
planned for the next 3 years. It is hard to say what the increases in prices will 

be in future years, but for the 1982-1985 period it will be good if it amounts to 
less than 30 percent. This growth will be felt by everyone, but--in the context of 
the tax--most of all by the income-tax payers. 


As economic units, they are subject not only to an increase in retail prices, but 
also to the effects of an increase in prices of suppl‘ s, which they cannot totally 
transfer to market prices. But there is also another reason. 


The Minister of Finance, in changing the tax table, assumed that in relation to 1977 
(when the present tax system went into effect), turnovers, and consequently the in- 
comes of the private sector, nominally doubled. Since, therefore, according to the 
old system the annual income "safeguarding" against being pushed into the severe 
progression range of taxes amounts to 240,000 zlotys, now this limit has been mechan- 
ically shifted to 480,000 zlotys. At the same time, the tax rate grew from 24 per- 
cent at 240,000 total income in 1977 to 28.4 percent at a total income of 480,000 
zlotys. 








At tirst glance this looks very liberal, but closer examination shows that the 
private sector has again been hit jn the pocketbook. There is, after all, not the 
slightest doubt that neither turnovers nor nominal incomes of crafts grew 100 per- 
cent in the past 5 years. According to calculations of the Crafts Main Board, just 
since mid-1981 (when Council of Ministers Resolution 112 went into effect) to the 

end of 1982, prices in this segment of the small-scale sector rose about 115 percent. 
And after all, prices were not totally stable during 1977-1980; each year prices 

rose several (6 to 10) percent. 


In short, the income conversion factor "2" is low by at least one-fourth. And only 
then, when this is clear, can we evaluate the rise in progression in the lower por- 
tion of the table. Looking through both glasses we can see all of the effects of 
this measure. 


The first is based on an absolute increase in the burden on people who have not 
actually itncreased the dimensions of their economic activity, or the real incomes 
flowing from this activity. The effect of the second will be large shifts in tax 
classes and brackets. Many firms which heretofore did not pay a progressive tax 
because of small incomes or paid a low tax, now, after the lowered conversion, will 
lose their right to take advantage of simplified forms of taxation or will move 

to other brackets of the table literally from day to day. The consequences of this 
movement will not be favorable. it should also be remembered that since 1982 not 
the cooperatives but crafts, have become the largest part of the small-scale sector. 


Signs of veritable "greed' can also be found in the structure of the equalization 
tax. In this case, however, the craftsmen, merchants and restaurateurs were not let 
into the briar patch. 


As we well remember, the government proposal to exempt from equalization tax one-and- 
one-half the average wage in the socialized economy met with decided opposition on 
all forums of discussion on the plan, not excluding the forum of the Sejm. The gov- 
ernment found the criticism to be just, thanks to which it was recorded in the Sejm 
resolution that twice the average wage should be the equalization-tax exempt limit. 


And so now we are handed a draft of an equalization tax, in which this limit, recorded 
in the Sejm resolution, indeed does appear, but as a limit in the form of an absolute 
amount. Several thousand workers will feel the effects of this measure, and they 

can accuse the authors of the draft of treating the Sejm resolution with something 
less than honesty. 


For the year 1983, it seems, the tax will be assessed on a combined base--half new 

and half old. Halt of the new base is 102,000 zlotys, and half of the new base is 
150,000 zlotys. Together this gives a base of 252,000 zlotys, which is not 25,000, 
but 21,000 zlotys monthly. This sum is not twice the average wage, but represents 

the ratio 1:1.68. Next vear the limit will already be 300,000, i.e., a sum which 

is twice the average wage in mid-1982, and 1.6-fold the average wage written into 

the 3-year plan for 1984. In 1985, however, this will be scarcely 1.4-fold the planned 
average wage. What does this mean? 


In September 1982 over 1.1 million people received wages exceeding the 1.4-fold aver- 
age wage, and making an adjustment for miners, approximately 900,000 of the employed. 
Similar amounts can thus be expected in 1985. 








it Continues to be Frighteni 


However we may look at it, tin re, a@ measur! ea the use ot absolute sums, 
without regard for inflation, sharpeas the system inordinately. Strictly speaking, 
this is not in contlict with the Lett. tt the Scim'’s resolution, in which the 

iveravye t b ec Wa ’ ecisel ie@ltined. ut is at in accordance with its 
ipirit? Is this what tne members oi tna . nted when they tought tor the Limit 
to be on the iwice-the-iverage ievel- iat is the question to which we will proba- 
bly receive an answer shortiy. Until then, icc us concern ourselves with an analysis 


of the last ot the more important attributes of the proposed system--its objectivity. 


The term perhaps is not precise, so I will expiain what we are talking about. We 

are talking about determi: » the existence of that feature in the new system about 
which Minister Stanislaw Nieckar: poke at the press conference on 5 May 1983 as 
follows: ‘We want to finish, . > and r ., with the use of subjective discretion 


- 


ind neyotiation in the assessment x taxes. ae Want a system that is not only clear 
ind simple, but that is also unequivocal, that leaves no room for demoralizing 


ictivities.” 


Minister Nieckarz has been declaring a similar intent from the moment he took office 
in the fall of last vear, and we can only applaud him. The taxpayers’ real night- 
mare has always been, as lone as they can remember, a system constructed so that 

it put him at the mercy of the assessment official, or rather we should say, the 
surtax otficial. 


fhe demoralization, about which there has been shameful silence for over 30 years, 
and about which Minister Nieckarz is not afraid to talk aloud, has expressed itselt 
ilso in bribery. It was an open secret which had an adverse etfect on the reputation 
of private initiative, and otticials also. 


Last year when I wrote a two-part article to a large degree devoted to taxes for 
nonsocialized, nonfarming small-scale industry (ZYCIE GOSPODARCZE, Nos 44 and 45, 
1982) I supported the concept of the then-new Minister of Finance, which was based 
on the tact that since we want to eliminate discretion, negotiation and bribery 
from the assessment of taxes, we must base the assessment on objectivity. Through- 
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ut the entire world, such an objective basis is proof of purchases or sales. 


But this can have meaning only when the problem of supplies for the private sector 
is conclusively settled. Settled not on the basis of formal and official possibil- 
ites of purchase, because these exist, but they are accompanied by unofficial and 
silent prohibitions of sales to "private dealers". A so, settlement not on the 
basis of allowing the craftsmen and servicers to share in the leftovers of the 
central distributors, for that, too, presumably is happening. What is being re- 
ferred to is actual settlement which does not require any increase in the total 

pool of supply assets, but only the introduction of a prudent system of turnovers. 


Until the craftsman is able to legally obtain the materials he needs on an equal 
basis with others who want the same, he will have to overpay for his goods. In view 
of this, the tax system must make a correction on the side of costs (as Hungary does) 
or abandon the proof-of-purchase-or-sales systems as one foredoomed to falsification. 
Last year the Ministry of Finance, on all levels, said I was right about this. 


- 
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At the beginning of this year, however, the proof-of-purchase-or sales obligation 
was put into effect, even though no favorable changes had ovcurred in the supply 
system. This obligation applied to plants which had thus tar been making a so-called 
agreed-upon lump-sum payment (approximately 55,000 crafts plants and also private 
shops and restaurants, except for small refreshment bars of the "n" category). The 
payers were told that this year the proof will not lead to tax assessments but will 
serve as a practice run for the future when the agreed-upon lump sum will be re- 
placed--attention!--by another lump sum called, for the sake of variety, a lump sum 
on turnovers. As far as trade was concerned not only was the duty of preparing 
daily cash reports imposed, but a requirement was also instituted that every item 
sold be immediately recorded. 


It is no wonder that such a situation aroused the unhappiness of those involved. 
What is the proof supposed to serve, if not as a basis for tax assessment? --the 
payers asked and are still asking. Why all of this arduous work? 


The arduousness, after all, for some of the tax-payers is not all that slight, if 
we consider that private shops rarely deal in sets of furniture, and more often in 
a large variety of small odds and ends. In a shop, in which a salesclerk is sur- 
rounded by crowds of people, the writing-down of every sale of a nail, metal ring, 
stalk of asparagus, or eye-shadow pencil, is simply nonsensical. But who knows 

that in this crowd perhaps there is not inspector watching out for a failure to 
record the picture of a little boy peeing--stickers for toilet doors? I have been 
told such stories. Pitiable, small-minded triumphs of representatives of the state. 


Will it be Discretionary? 


It appears, therefore, that finally it was to be done on an objective basis, but 

it will continue to be a matter of discretion. Private economic units, who do not 
fall under the simplified tax rules, will continue to pay according to the decisions 
ot the offictals. I will add that the limit of income authorizing use of a simpli- 
tied form was established by Presidium of Ministers Resolution 32/81 at four times 
the average wage in the socialized economy. The Ministry of Finance again, there- 
tore, initially converted the average wage and fixed an absolute amount, except that 
it will be in effect not even for 3 years but for an indefinite period. 


To make it more interesting, profitability norms were not published along with the 
new tax table to be discussed, and without these norms the table is a collection 
of meaningless figures. 


At the press conference referred to, Minister Nieckarz mentioned, as if in passing, 
that in some detailed matters the ministry is still conducting discussions with the 
selt-governing organs. One of these matters is that of profitability norms. How 
difficult these talks are is shown by the following example. 


Heretofore the profitability norm for a masonry plant without employment amounted 
to 35 to 45 percent (depending on the location); for a plant with employment, 20 
to 25 percent; and the value of materials in turnover was estimated at 30 to 35 
percent. Now the Ministry of Finance has proposed that in the first case the 
profitability norm should be increased to 74 to 85 percent; in the second, to 32 
to 43 percent; and that the norm for share of materials be reduced to 16 to 21 
percent. The differences, therefore, are huge, and the masonry subsector is not 
an exception. 

















In order that there be no misunderstanding, let me add that these proposals are untair 
to the taxpayers, because, after all, in our system the profitability norm sets the 
taxation base. Thus the higher the norm, the higher the base, and therefore the 
higher the tax. It may be expected, therefore, that it the ministry carries through 
even half the increase in profitability norms, the first answer to this will be a 
reduction in economic activity. 


Insotar as the equalization tax is concerned, by its very nature it appears that the 
objectivization of the basis for assessment is a far from simple matter. Evaluating 
it from that point of view really misses the point. The receipts of a delinquent 

ire recorded by the accountants in the socialized firms, whom the state treasurer 
must trust to the same degree that he does not trust the private sector. Fortunate- 
ly, therefore, there is no room for discretion and negotiation. But it cannot be 
excluded that thanks to the proposed system production figures and consequently, 
wages, resulting from work on days that are legally free will look much better in 

the reports... 


In connection with the equalization tax another doubt must be raised. If the mini- 
stry's calculations show that in 1985 scarcely 175,000 people will "fall" into this 
tax, then the question arises whether this is worth all the trouble. It is hard to 
believe that the revenues from this tax, estimated by the Ministry of Finance to 
reach about 5 billion zlotys in 1985, will have any great significance for the budget 
(approximately 0.15 percent of the anticipated budget income), or even for market 
balance (a 1 percent curve today, prcedably half that in 1985). 


The Ministry of Finance makes no secret of the fact that at the present, first, as 

is stressed, adaptational stage of the reform of the equalization tax, it is not a 
matter of replenishing the budget, but of eliminating the income disparities which 
the worse-off citizens resent and which mar their belief that they are living in 

a country where there is social justice. If so, then I cannot help feeling that this 
is something of a sham. 


The incomes of workers in the socialized economy are differentiated not so much by 
the payments coming out of the treasuries of enterprises or cooperatives, covered 

in financial reporting, as by payments flowing from the pockets of other citizens 
within the tramework of secondary redistribtion of incomes. People are less exas- 
perated by the income scales of miners or metalworkers, than by those of floor-fini- 
shers, plumbers, tile-setters, and terrazzo-layers, or various kind of equipment 
repairmen, who perform their work "off-the-books"” while the legitimate service indus- 
trv suffers because of, among other things, the taxation system. What people resent 
is not the 35,000 zlotys monthly that a mining hewer, 'ving in a half-reclining posi- 
tion while cutting coal, receives, but the 2,000 zlotys that a "moonlighter” gets 

for applying 1 square meter of tile after he has finished his day's work in a social- 
ized firm, 


But the tax is not "catching" these exasperating incomes from otherwise-useful acti- 
vities, because under our conditions this is practically impossible. Cutting high 
earnings obtained entirely legally in socialized enterprises under the slogan of 
social egalitarianism is, therefore, a substitutional activity, to put it as mildly 
as possible. Looking at it from this standpoint, the income tax seems to be clearer 
and more reasonable. Obviously, what matters in this tax are the state coffers. 











On the whole, it cannot be said that the ministerial draft of the new taxation system 
submitted for discussion is a finished and accurate creation. It requires additions 
ind changes. First and toremost, it requires insertion of at least an anticipated 
(although it should be an actual) inflation rate--both for the future as well as the 
past--in calculating incomes. 


The most important stipulation, however, concerns the date that the new system will 
be put into effect. And so it should be said plainly, that the date planned by the 
Ministry of Finance--July of this year--is unacceptable. Whatever may be the tinal 
form of the system, a conscientious attempt should be made to make it possible to 
become mentally accustomed to it, to “try it on”, and to allow the payers to consider 
decisions on its possibly not-so-trivial economic and social effects. Haste is un- 
necessary and harmful. 
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ROMANIA 


IMPORT STRUCTURE EXAMINED, REDUCTION MEASURES CONSIDERED 
Bucharest REVISTA ECONOMICA in Romanian 15, 22 Apr 83 


/Article by Octavian Botez: “Economic Development and Modifications in the 
Volume and Str: are of Imports"/ 


/15 Apr 83 pp 7-8/ 


/Text/ Mankind's general economic progress is mostly the result of the economic 
progress of each individual country and of the change of material and spiritual 
values among states. It is pointed out in the program of the CPR: "The work 

and efforts of each people constitute the decisive factor in economic-social 
progress. Dependent upon this is both the efficient use of means and proper 
resources and the advantages of international collaboration.... No people can 
isolate itself or renounce international collaboration without grave consequences 
to its socioeconomic development.... The harmonious combining of the internal 
and external factor which is reciprocally conditioned constitutes the expression 
of a just policy for each people.”! 


Under present conditions all countries of the world, regardless of the nature 

of their social organizations, the size and strength of their economy, the level 

of their investment in natural resources and work force, their geographic situation, 
etc. need to participate to some extent and in some form in the world economic 
cycle, in view of their objective general economic interconditioning. 


"We have not had and do not have, of course, the intention of promoting an 
autarkic economic policy. Rather, we ho to realize development based on fair, 
reciprocal, advantageous collaboration,"”“ the party secretary general pointed 
out at the National Conference of the CPR. 


Participation in the international division of labor and external economic 
changes contributes to the security of the national economy of countries with 
adverse production factors in one branch or another or in one economic activity 
or another; certain natural resources, production technologies, financial assets, 
experience and professional preparation for a secies of products. 


The value development of Romanian imports from 1950 to 1980 points to a 40-fold 


growth, accordingly somewhat smaller than that of exports, which grew 42-fold 
(table 1). In 1981, as compared to 1950, imports had grown 37-fold, but exports 
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had increased 45-fold. It should be noted that in this entire 30-year period 
only in 5 years have imports been smaller than the value of exports. Betweer 
the years 1970-1980 alone, imports increased five-fold. 


An analysis of the increase in the values of imports from one vear to the next 
in the decade 1970-1980 shows that the greatest increases took place in 1974, 
1978, 1979 and especially in 1980, years which correspond to the effects of 
the first and second oil crises (table 2). 


During the last few years, as a result of the need to reduce the currency outlay 
and diminish and eliminate the external debt in the shortest possible time, much 
effort has been expended to exploit internal mineral resources, to implement 
programs for the assimilation of new products, to substitute Romanian products 
for imports and to reduce certsin types of consumption. 


All of the rational dimensioning of imports is carried out on the basis of 
economic criteria, aiming, in all cases, for economic efficiency, the supreme 
criterion for assessing all foreign trade activities. For the current 5-year 
period as a whole, we foresee a median annual growth rate of imports of 7.7 
percent as compared to 15.7 percent for exports, a ratio which will permit a 
stable surplus in the balance of trade, with positive effects on the balance 

of payments and on reduction and elimination of the external debt in the shortest 
possible time as well as on consolidation of th. country's currency reserves. 

Of particular significance is the reduction of imports in freely convertible 
foreign currency as well as the maximum level for guaranteeing the implementation 
of the 1985 plan, which should not exceed 2.2 billion dollars. 


As for the dynamic of the physical structure of Romanian imports in the period 
1950-1980, a series of qualitative changes should be noted, especially when 
compared to the dynamic of export structure in that period when Romania underwent 
transformation into an industrial-agrarian country with strong modern industry 
and advanced socialist agriculture. Nineteen eighty-one follows the same 
qualitative tendencies. 


Table 4 shews the conclusive effort expended to equip the national economy with 
machines, tools and modern equipment in all those years (with the exception gf 
1980 and 1981), their share exceeding 30 percent of total Romanian imports). 
Notable also is che fact that Romanian exports of those products, which in 1950 
was in a ratio of 1/10 compared to imports, succeeded in 1980 to match the value 
of imports, while from the point of view of percent (26.2 percent), it exceeded 
the value of imports (24.6 percent). In 1981 the tendency was even more evident: 
29.0 percent export as compared to 23.6 percent import. 


The importation of fuel, raw materials, minerals and metals has grown from 
year to year up to 1980 (table 3), as a result of the powerful development of 
industrial production. 


This activity has produced a change within the hierarchy for groups of import 
goods relative to first and second place, outstripping the share of imports of 
machines and tools and illustrating the new stage toward which the Romanian 
economy is moving. Clearly evident in the same context is the drop in the share 











of Romanian exports of fuels, raw materials and metals, which in 1980 will 
approach 29.5 percent and in 1981 27.8 percent, compared to the share of imports 
of the same products, which reached 50.3 percent in 1980 and 48.6 percent in 
1981. The drop in the share in 1981 is the result of the decrease in some 
imports, particularly crude oil by 3 million tons. 


In regard to the overall importation of foodstuffs and of raw materials for the 
production of foodstuffs, the share increased gradually from 1 percent in 1950 
to 8.9 percent in 1980 and 10.4 percent in 1981; at the same time that the share 
of exports of the same products decreased from 25.7 percent in 1950 to 8.9 
percent in 1980 and 11.6 percent in 1981. Energetic measures taken by the 

party leadership for the realization of a new revolution in Romanian agriculture 
aim at a tangible increase in export reserves which would lead to a reduction 

in imports, especially of raw materials for the production of foodstuffs. 

Fodder in concentrate and in bulk represents, for example, an area in which 
action will be taken to reduce imports, which have risen greatly in recent 

years (table 5). 


Estimates made by the secretary general of the party at the people's assembly 

of the municipality of Constanta on 24 October 1982 are likely to stimulate the 
agriculture's contribution in reducing the country's currency outlay. “In the 
past our agriculture has made a significant contribution to export. In fact, 

in the past about two-thirds of our export came from agriculture. But in recent 
years we have realized almost no export; actually for 3 years in a row agricul- 
tural imports were larger than agricultural exports. Things cannot continue 
that way." 


As far as industrial consumer goods imports are concerned, they fell from 10.2 
percent in 1950 to 3 percent in 1980, registering, at the same time, as a result 
of the development and diversification of products and Romanian export, a reversal 
of their shares, a fact demonstrated by the figures below (table 6): 


The first 2 years of the 5-year period 1981-1982 /as published/ will confirm 
the achievement of some notable results in the reduction of imports, with direct 
effects on Romania's balance of trade. In 1981 the balance of trade surplus was 
300 million dollars, while in 1982 it rose to 1.8 billion dollars, which has 
made possible, as is shown in the communique concerning the fulfillment of the 
unique national plan for the socioeconomic development of Romania for 1982, the 
liquidation of part of the foreign debt. In accordance with the targets estab- 
lished by the National Party Conference for 1983 and the following years, the 
dimensioning of imports to no more than is necessary with a view to reducing 
the currency outlay is being firmly integrated organically in the rules of 
application of the new economic-financial and currency mechanism in foreign 
trade activity and in international economic cooperation. 


A critical analysis of the foundations of the import targets and the form in 

which imports are realized and utilized before the application of the new economic 
financial and currency mechanism in foreign trade and international economic 
cooperation, emphasizes a series of deficiencies including: the supervisors of 

the direct beneficiaries do not analyze, in all cases, with sufficient sense of 
responsibility, the advisability of the request for import, so that there sometimes 
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is a lack of correlation between the physical volume requested by the beneficiaries 
and the value limits on volume established by the ministries; the industrial 
centers and producing ministries which must say “no” to the manufacture of 
products in country in order that these items may be imported, more than a few 
times have transformed an advice action « -sport requisitions into a formal job; 
foreign trade enterprises have also shown zaps, particularly in establishing 

the most advantageous sources of provisioning by import, yielding to the insis- 
tence of the beneficiaries for procurement through certain connections, which 

has negative effects on the trade balance of the country and, in the final 
analysis, on the external balance of payments. If we add to this the fact that 
the implementation of import goals was made independently of the form in which 
exports evolved (in which foreign exchange is collected), repeatedly resorting 

to foreign exchange, we have a picture of the limits of the old mechanism. 


Law no 12/1980 concerning the reinforcement of labor self-management and 
economic-financial and currency self-administration in foreign trade and inter- 
national economic cooperation has been responsible for realizing radical changes 
at all organizational levels, stipulating the need to work out the balance of 
trade as well as annual currency plans for income and payments, both for 
production units of goods for export as well as for beneficiary units of goods 
from imports, and industrial centers and economic ministries. In principle, 
each economic unit which imports must find resources for the creation of the 
necessary currency funds from appropriate exports. 


Similar concerns are also a territorial feature where, for the importation of 
raw materials, other ma*erials or machines which an economy may need, a solution 
is sought through export so that the foreign currency necessary for purchases 
from abroad will be guaranteed and so that there wil’ be a surplus as well. 
Regarding the form in which import contracts are reaiized, Law no 12/1980 
provides that the effectuation of imports will be made only to the extent that 
foreign currency reserves from exports have been realized, or only if there 
exists a certainty of some intake of reserves in the period immediately following 
which will guarantee payment of the imports. The annual import predictions are 
considered maximum, and industrial centers and ministries must continually act 
to reduce them. 


As part of the general effort to limit imports to what is absolutely necessary, 
ways to reduce imports are also being framed through measures in production, 
technical-scientific research, consumption, recovery, recycling and reuse of 
components of important products, as well as through increased efficiency in 
import trade operations, aspects of which we shall analyze in Part II of the 
article. 








Table 1 

--millions of lei (foreign currency)-- 
- 1950 1960 1970 1980 1981 
Import 1,461 3,887 11,761 59,006 164,670.8 





Source: Statistical Annual R.S.R., 1981, p 519 
Statistical Annual R.S.R., 1982, p 256 
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Table 2 








1971-1973 1974 1975-1977 1978 1979 1980 
ee _ cumulative cumulative 
Value differences 5,647 8,145 4,926 5,740 8,173 10,214 


compared to the 

preceding period 

or year 

Source: Worked out on the basis of the statistical Annual of the R.S.R., 1981, 
p 519 



































Table 3 (thousands of tons) 
Import 1960 i970 1980 1981 
Iron ore 917.1 6,267.8 15,984.0 15,016.0 
Coal 416.3 728.3 3,949.0 3,768.8 
Metallurgic coke 655.8 2,416.5 3,133.0 3,271.2 
Crude oil -- 2,291.4 15,961.0 12,915.0 
Apatite 72.8 317.0 896.8 951.2 
Cotton fiber 90.7 88.2 119.5 118.9 
Source: Statistical Annual R.S.R., 1981, pp 556-557. 
Statistical Annual R.S.R., 1982, pp 271-272. 

a * — — - --in percent of total-- 
; 1950 1960 1970 1980 1981 
Total import including 100.0 100.0 100.0 100.0 100.0 
Machines, tools and means 38.3 33.6 40.3 24.6*) 23.6 
of transportation 
--Fuels, raw materials, 23.5 34.3 30.4 50.3 48.6 

minerals, metals 
--Chemical products, fertilizers, 4.5 7.4 6.7 6.4 6.2 

rubber 
--Raw materials for the 0.7 2.3 2.3 5.7 6.6 

production of foodstuffs 
--Foodstuffs 0.3 2.4 3.0 3.2 3.8 
~-Industrial consumer goods 10.2 3.2 3.5 3.0 3.5 
*In the vears 1971-1979 their share was stable at c. 30 per 
Source: Statistical Annual of the R.S.R., 1981, pp 542-543. 

Statistical Annual of the R.R.S., 1982, p 264 

Table 5 

ee --thousands of tons-- 
CS 1960 1965 1970 1975 1980 1981 
Fodder in concentrate -- 35.2 78.0 353.0 381.9 650.8 
and in bulk 





Source: Statistical Annual R.S.R., 1981, pp 558-559. 
Statistical Annual R.S.R., 1982, p 272. 
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Table 6 
--in percent of total-- 
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Industrial consumer goods _ 1950 1965 1980 1981 
Import 10.2 6.7 3.0 3.5 
Export 1.3 11.0 16.2 15.7 





Source: Statistical Annual R.S.R., 1981. 


*loan Georgescu. "New technologies in support of the rationalization of 
imports. Characteristics of glass--basic materials in industry of the future,” 
Revista economica, no 46/19 XI 1982. 


/22 Apr 83 pp 8-9, Part 11/ 


/Text/ Measures for the rationalization of imports in production involve, in 

the first instance, the utilization of new energy-intensive technologies with 
reduced consumption of raw materials, together with the realization of an even 
more ambitious objective--the guaranteeing in 1983 that the country will be up 

to 90 percent self-sufficient in energy, which will make it possible, by the 

end of 1985, to meet the entire energy requirement from domestic sources. This 
is the approach of the party secretary general as embodied in the report of the 
Xlith Congress of the CPR: "We must, first and foremost, expand the proper 
bases of raw materials, to increase the level of domestic energy production of 
and to substantially reduce imports.” Secondly, the substitution of imports 
with the domestic manufacture of some products leads to currency economies, 
exploits appropriate natural resources, diversifies the structure of national 
production, makes for a better and more modern utilization of manpower resources 
and, in the final instance, increases the level of economic independence. “It is 
necessary,” Comrade Nicolae Ceausescu pointed out, “to pay more attention to the 
problems of the manufacture of different machine parts, subassemblies and 
measurement and control apparatus. Many problems with imports are due to the 
lack of success of programs of integration, and this leads to supplemental 
imports. The low quantity of materials expected to be manufactured--in chemistry, 
especially in metallurgy, and even in machine construction--leads to supplemental 
imports.” 


A positive example concerning efforts for the adoption of manufacturing in the 
production of some important items is the activity developed by the working 
people of the Brasov Tractor Factory who, in cooperation with the Institute for 
production schedule projections, realized, in their principal products, nearly 
98 percent integration. For the tractor S$ 1800, where the importation of some 
parts is still done in freely convertible foreign currency, the degree of 
integration rose to 92 percent in 1982 as compared to 82 percent in 1981. 
important successes were also obtained in the degree of integration of the 

360 CP and £630 IF tractors, for which, over the last 4 years, the importation 
of parts and subassemblies has been completely eliminated. It is thus an estab- 
lished fact that the Brasov Tractor Factory has shown a constant and sustained 
effort to utilize the entire potential of Romanian technology research and 
development, to resolve many problems, including collaboration with other units 
of the branch. 








Special importance in reducing currency outlays is found in diversification in 
the utilization of products that have come about through implementation of 
certain industrial objectives with the most modern technology. Of interest, for 
example, is the Bucharest Enterprise tor fiberglass thread and fabric which, in 
cooperation with the Institute for the study, research and development of 
technology for glass and fine ceramics, is studying expanded domestic utilization 
of this existing ultramodern technology for the production of machine parts and 
other products which will replace steel and, accordingly, contribute to the 
reduction of the currency outlay in importation of iron ores and other metals. 


Another major effort in production is the perfecting norms and reducing specific 
consumption of raw materials and other materials. In this sense it is necessary 
to implement the prescriptions given by the party secretary general, Comrade 
Nicolae Ceausescu, at the working meeting of the central committee of the CPR 
with a cadre of leaders, specialists and workers from the mining and geological 
industry fur the better utilization of coal, minerals and hydrocarbon reserves 
which are at Romania's disposal in order to reduce the importation of fuels, raw 
materials and other materials, which would lead to a considerable lessening of 
currency expenditures and to faster reduction of foreign debt. 


The program for the application of the decisions of the National Conference of 
the CPR of 16-18 November 1982 in the area of worker remuneration and worker 
revenue allotments covering important production estimates will stimulate every 
work collective and every worker to reduce the standardized consumption of raw 
materials, supplies, fuels and energy. The goal of the party organizers of all 
the socioeconomic units and institutes is to mobilize workers to make these 
reductions in a systematic fashion. 


Of particular importance in reducing currency outlays for imports is the 
recovery, reuse and reconditioning of materials, spare parts, subassemblies, etc. 
"This problem,” Comrade Nicolae Ceausescu points out, “will necessarily become 

a central problem of the ministry of supply and of every ministry since in this 
way we can supply more than 50 percent of the imported raw macerials; once we 
have imported these raw materials there is no need to import them again every 
veat; rather, we need to recover and reuse them." 


Research and development aimed at reducing imports can be added to the production 
line. In general, for small imports research institutes can solve these problems 
with a system of microproduction. What is here is support and trust, firmly 
combatting the mentality of obsequiousness toward everything foreign, lack of 

of trust in the abilities of our own scientists. Criticizing such attitudes, 
Comrade Nicolae Ceausescu lashed out at the practice of insisting on resorting 

to imports in situations where some enterprises and ministries produce the same 
materials, parts or subassemblies domestically. By mobilizing scientists, 
technicians and workers, problems can be solved which were considered bevond 

our capabilities. For example, the institute of scientific research and techno- 
logical engineering for machine tools and assemblies has succeeded in implementing 
the manufacture, in the prototype section, of highly technical machine tools 
which, in the past, were imported, as well as electrical, mechanical or hvdraulic 
control elements, expanding the range of machines with digital control. Similarly, 
at the enterprise for research and production of semiconductor materials of the 


161 

















central chemical institute, a strong center is developing for industrial research 
and production of ultrapure materials and semiconductors which should completely 
meet the needs of our nationa! economy and even create a surplus for export. 


Among the efforts aimed at increasing the efficiency of the export activity, 
alongside the mobilization of forces and creative energies in production, 
research and development, an important place must be reserved for the activities 
of the workers of the foreign trade system, especially of the foreign trade 
enterprises and the ministry of foreign trade and international economic 
cooperation, of Romania's economic agencies and foreign commercial network. 


In the very careful and responsible analysis of each request for import, the 
minister of foreign trade and international economic cooperation has the 
obligation of making sure that only the necessary products and onlv those that 
cannot be produced domestically be imported--with priority for raw materials 
Wiich cannot be supplied from internal sources. Workers of the ministries are 
asked to be on the highest alert to see that there is no squandering of the 
country's currency reserves in any circumstance by purchasing imported goods 
which are qualitatively unsatisfactory or products which can be made through 
the technical creative efforts of the collectives of workers and specialists 
in the country. 


Measures providing for the quality control of imported products in conformity 
with the legislation in corce, go along with the sensible conservation of 

urrency reserves expended for supplying the national economy with raw materials, 
tools and equipment of good quality. In order to assure that goods correspond 
fully with the purpose for which they were imported, foreign trade enterprises 
and beneficiary units should, in the foreign contracts, provide precise, firm 
clauses providing a methodology for quality control and for effecting receipt 

of imported products in order to verify the technical, functional, constructional, 
technical-economic and qualitative characteristics as well as other parameters 
from the technical documentation attached to the contract; where needed, it is 
necessary to establish conditions for their storage, packaging, transport and 
deposit. Units benefitting from imports as well as--where applicable--foreign 
commercial enterprises, have the obligation of effecting qualitative and quanti- 
tative receipt of imported products, in terms and conditions suitable for filing 
anv claims in the prescribed time. At the same time, payment for imports will 

be made in accordance with the contractor's fulfillment of the contracted quality 
conditions. In the quality control process for imported products, the office 
of product control also plays an important role. in general quality control 
requires maximum care, the combatting of any attemp. to effect superficial 
receipt of goods and to assure a priori that products procured from abroad are 
free of defects, 


The conclusion of contracts for long-term import through partnership with 
contracting countries, avoiding intermediary firms or purchases at market prices, 
represents a sure way of reducing currency outlays. It is necessary that foreign 
commercial enterprises make continuous efforts to negotiate and sign long-term 
contracts which will permit direct access to raw materials, assuring, as well, 
more advantageous import prices and more stability in supplying the national 
economy. At the same time, as the party secretary general indicated, they are 














to act so as to conclude, preferably, foreign contracts of the longest possible 
length, as a rule for a period of 5 years and more, while for the import ox 
basic raw materials, for a period of 15-25 years. 


The growth of imports from socialist countries with a clearing house relationship 
diminishes imports from countries where payment is made in freely convertible 
foreign exchange and constitutes another way to reduce the currency outlays and 
ease the balance of payments situation. There are conditions created here for 
implementing specialization and cooperation in produciton with a view to making 
fuller use of the production capacities already in place and to reducing the 
expenditures for investment in each sector. "It can be said that the countries 
of the C.A.E.R. have available many possibilitities with which to more efficiently 
satisfy their requirements for raw materials, supplies and energy, including 
possibilities for solving many of the most complex technical and technological 
problems. 


Organized bids aimed at bringing imports into Romania represent a form of 
merchandising which can help to reduce currency outlays, put many foreign firms 

in competition and preduce offers with lower prices in order to win the bids. 

In accordance with the rules of Romanian legislation concerning the system of 
bidding for the importation of machines and tools and the construction of economic 
objectives in the country, the awarding of bids must take into account--in 
addition to price--the technical and technological characteristics of the tool 
being offered, its economic efficiency in production, indicators of economic 
efficiency for respective investment, terms of supply, payment conditions, the 
degree to which production can be introduced for subassemblies of the tool, etc. 


Another measure for reducing currency outlays is through importation in conjunc- 
tion with exportation of a Romanian product. In this connection the party 
secretary general noted: "We will steadfastly apply an orientation that will 
assure balanced trade, that will have the export of Romanian products comper.sating 
for imports. It will be impossible to import anything if there is not an export 
counterpart that will guarantee means of payment." 


In particular, the import of machines and tools requires a counterpart in Romanian 
goods from the machine construction branch. 


Importation in the framework of certain cooperative actions in which the Romanian 
side participates with the export of machines and tools represents another way 

of meeting, over the long term and under mutually advantageous conditions, 
requirements in raw materials which will lead to a decrease in currency outlays. 
For the 5 year period 1981-1985, it is forecast that through cooperative actions, 
imports will be assured at the rate of 100 percent for vinyl chloride, approxi- 
mately 80 percent for electrical energy and exotic wood for veneer, 50-60 percent 
for natural gas, apatite, industrial cellulose and potassium chloride, 40-50 
percent for anthracite, asbestos, fiber, special exotic veneers, ferrosilicon, 
ferromanganese, titanium dioxide, 20 percent of the import of import of washed 
coke coal, ferrochrome, sheep-goat skins, over 19 percent of the import of iron 
ore and over 18 percent of the import of copper. 











Caretul searching for markets, with a view to diversifying sources of supply 
and obtaining the most advantazeous prices, together with the optimization of 
transportation means anc routes, are, likewise, ways of reducing the currency 
outlays to which both the foreign trade enterprises and Romania's economic 
agencies as well as her own commercia! enterprises and those comprised jointly 
with foreign countries contribute. 
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DOMESTIC MACHINE, TRUCK COMPONENTS SAVING FOREIGN EXCHANGE 
Sarajevo OSLOBODJENJE in Serbo-Croatian 20 May 83 p 2 
[Article by S. Kovacevic] 


[Text] The American firm Unitrig has given the miners and metalworkers in 
Banovici the right to produce the expensive "baskets" for their trucks, which 
have a 170 ton capacity, for the entire European market. 


The greatest stumbling block in the program of economic stabilization for the 
Tito Brown Coal Mine in Banovici from the beginning has been the need to 
import equipment and spare parts for the gigantic machinery used in surface 
mining. More recently, however, the nation's economic difficulties and the 
shortage of foreign currency have greatly threatened the operation of the most 
important components of the entire industrial process of obtaining coal in 
surface mines. During the first period of distressed economic conditions, 
for example, only 18 to 20 of the large Unitrig and Holpak dump trucks out of 
a total of 40 were operational due to a lack of spare parts. The situation 
was no better in the maintenance of the giant dredging machines, without 
which production would be unthinkable. 


For these reasons it is understandable that the Banovici miners were among the 
first to begin to turn to their own potentials and abilities in a more 
decisive manner, and to seek a way out by working directly with domestic 
producers of machinery. They began with the gears for the giant dredging 
machines which are now being cast in domestic factories. The gears are cast 
by smelters in Smederevo and are tempered by the Brotherhood of Metalworkers 
in Pucarevo. The supporter of this operation was the Buro Bakovic firm in 
Slavonski Brod. it is no longer necessary to wait a long time for these 
components, as it once was, and according to engineer Nikola Grabovac, member 
of the Administrative Council for Electric Machinery Operations at the Banovici 
Mine, "we don't have to spend foreign currency for them." 


They Have Even Found a Replacement For the Ford 
Encouraged by this suctess, they went a step further in Banovici. From now on, 
First Five-Year Plan compressors from Trstenik are being installed on the 


Unitrig trucks, and this example was taken up by workers at the boron mine. 
They no longer have to import many of the spare parts for the electric 


165 








equipment, the hydraulic hoses, the filters for the heavy dump trucks, and 
even the motors for the imported Grifon drillers. Instead of Ford motors, 
motors from Rakovica are now being installed in them. An agreement was made 
with Gumitehnika in Saratevo for putting treads on the large and expensive 
tires. Soon, even the equipment tor mounting the 3-ton heavy-duty tires will 
be replaced, saving the mine $50,000 in import expenses. 


Experts from the Banovici Mine, with the help of metalworkers from the 
Rudarinvest Construction Equipment Factory in Banovici, have also been able 

to return to the mine shaft the self-propelled device for shoring up the mine 
walls--Dauti--which had been “written off." Hydraulics from Trstenik were 
installed in this “pile of iron,” which had been lying around in a useless 
condition. This piece of equipment, along with other innovations and alter- 
ations, has already been installed successfully in the Omazici shaft, where it 
is providing a quite noticeable improvement in production. All together, 
these improvements cost !0 million dinars. The money they will save can be 
measured in the tens of millions of dinars, converted into foreign currency. 


A Shorter List of Imported Components 


The great “baskets” for the 170 ton Unitrig trucks are a special part of the 
story of these attempts of the Banovici miners and metalworkers to remove the 
most expensive components of equipment and machinery from the import list by 
using their own talents and resources. In this case, the initiative and 
personal experience of the Banovici workers and their machine shop came to 

full expression. The prototype of the “basket” was constructed out of domestic 
materials and is still being used experimentally. To the satisfaction of 
everyone, it turned out that the domestic "baskets" were even better than the 
imported ones, because the Banovici builders and craftsmen adopted several 
innovations and improvements in the project. 


The “basket" for the Unitrig trucks was inspected by the Americans, who at 
tirst did not believe that the Banovici metalworkers would be able to master, 
with sufficient quality, the weld of several thousand meters, as well as other 
technical and technological details. The result of the inspection is that 
Unitrig has given the right to the Banovici workers to produce the "baskets" 
tor their trucks for the entire European market. As early as May, the Tito 
mine will have five baskets for their own use, the Ugljevik Mine has ordered 
23, and Bucun in Macedonia has requested three for their mine. There has now 
been a foreign exchange savings of approximately 120 million dinars. 


Mechanization With One's Own Knowledge 


They are not going to stop at this point in Banivici. Now they are tantalized 
and preoccupied with the idea of taking over production and replacing the 
hydraulics and motors tor the mining machinery. Thus miners are setting 
aside and handing over to Rudarinvest 14 million dinars for equipment for the 
motor division. At the same time they are composing a special team of 
experts--engineers and technicians--who have been entrusted to see that 
technological documentation in collaboration with domestic producers of 
machinery is being prepared and developed. The goal is to discover as soon as 
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possible ways to produce spare parts for mining machinery which are now 
being imported. 


"It is still true that we have set practices, sluggishness, and inertia in 
domestic machinery production, and a lack of the proper collaboration and 

the efforts to use our own reason and personal capabilities,” explains Nikola 
Grabovic. “It's as if one hand doesn't know what the other is doing. How- 
ever, the breakthroughs that we have already made, the results which are 
already tangible, have noticeably raised the self-confidence and faith in 

the abilities of our expert workers and craftsmen. Now they are the ones 
who try to go one step further, who are encouraged by what they have already 
created and built with their own hands, experience, and reason.” 
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